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Condensed Statement of Condition, March 31, 1956 


ASSETS 


Cash, Balances with Banks & 
Money at call . 


Govt. & semi-Govt. Se 


wal curities & wae 


ments 


Ph Securities . 


Contango, Advances on Securi- 
ties & Loans . 2 


Bills receivable 
Sundry accounts 
Premises, Furnitures & Fixtures 


Customers’ Liability for Gua- 
rantees & Acceptances . 


(Lice) 


- 174)590,141,694 


101,384,946,012 
7,020,277,758 


. 271,221,794,717 
- 183,787,373,216 


31473>181,434 
I 


60,297,980,674 


801,775,695,506 


Securities speed anil Third 
Parties . 

Special inne Accounts . 

Staff Assistance & Retirement 
Fund - Securities deposited 
by the Bank as Guarantee . 


210,356,189,009 
11,652,562 


13;747,033,387 


Capital ‘ 
Ordinary Reserve Fund 


Deposits & Current Accounts 


Cheques in circulation vat 
Circolari) . ° 


Bills for sities 


Guarantees & Acceptances for 
A/C of Customers 


Sundry Accounts . 


Staff individual Retirement Ac- 

counts . oa Gan 
Unearned Discount & other 
unearned Income . 


LIABILITIES 


1,150,000,000 
7,105,000,000 


8,255,000,000 


- 607,507,388,343 


16,437,377:543 
38,022,201,750 


60,297,980,674 
54,536,182, 165 


13,487,188,118 


3»232,376,913 





Depositors of Securities 


Accounts poos _ 
Accounts . ; 


Bank’s Securities guaranteeing 


Staff Assistance & Retirement 


Fund 


801,775,695,506 


. 210,356,189,009 


11,652,562 


135747,033,387 


1,025,890,570,464 1,025,890,570,464 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT TO MEDIUM AND MINOR INDUSTRIES 
Capital, Reserves and Government Guarantee Fund L. 2,688,887,860 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves L. 825,827,444 
SECTION FOR CO-OPERATIVE CREDIT 
Capital and Reserves L. 2,664,111,367 - Government Guarantee L. 2,000,000,000 
SECTION FOR MORTAGE CREDIT 
Aggregate Capital and Reserves L. 2,120,129,054 


SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves L. 901,043,637 
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SUMMARY 


It is with special satisfaction that in this number we present an opportunity which 
is only rarely offered to students of banking problems: that of hearing the views of a 
Central banker. To most of our readers Dr. Menicnetta, Governor of the Bank of 
Italy, needs no introduction. First as Deputy Governor under Professor Einaudi and 
later as the latter’s successor, he has been a prominent figure in the councils of post-war 
Italian economic policy. The responsibility deriving from the close contact that has 
been maintained between the Governor of the Bank and the Ministers in charge of 
economic affairs in the Government has been matched by Dr. Menichella’s broad 
conception of the function of monetary policy. He sees it as having a major role to 
play, though not an all-powerful one, as he warns, in promoting a process of rapid 
and balanced economic development, for which an important condition — it is his firm 
convinction — lies in the avoidance of inflation. It is this view which underlies the 
present article entitled « The Contribution of the Banking System to Monetary Equilibrium 
and Economic Stability: Italian Experience ». 

The historical episodes in Italian banking to which Dr. Menichella refers are four. 
Two of them (the boom of the 1880's followed by the crisis of the ’go’s; and the inflation 
of 1924-26) go back to the time when Italy had not yet unified the note-issuing privilege 
or established a single Central Bank. The third episode is the inflation of 1946-47 and 
the manner in which the authorities succeeded in bringing it to an end without incurring 
the heavy and long drawn-out deflationary reaction which had followed earlier infla- 
tionary processes. Finally he turns to the less stormy events of the last few years. 

Dr. Menichella’s analysis of these episodes is richly illustrative of the breadth of 
vision that must guide the banker, and more especially the Central banker, in the 
exercise of his art. He points in each case to the multiplicity of factors which influenced 
the total economic situation and of which monetary policy had to take, or ought to have 
taken account. They are factors which render the task of the Central banker in judging 
the nature, the extent, and the timing of his action a highly complicated one which it 
is rarely possible to base on automatic rules; and some of them, originating in the 
necessities of government finance, in certain types of disturbance in the balance of 
payments, in wage policy, etc., may impose severe limitations on the effectiveness of 
even the most refined instruments of monetary policy. 

Past experience provides, nonetheless, certain more specific lessons concerning a 
number of principles on which the Governor lays special emphasis. The earliest episode, 
which was characterised by large-scale bank failures, he regards as showing in particular 
the necessity of drawing a sharp distinction between short-term credit operations, as the 
only kind in which deposit banks can safely engage, and longer-term credit which ought 
to be the province of special credit institutions drawing their funds from the long-term 
capital market. On ground which is more strictly that of Central banking technique, he 
stresses: the importance of applying the instruments of monetary policy in time and in 
sufficient strength; the need for instruments (such as compulsory reserve requirements, 
and open market operations) that can be used for mopping up excess liquidity; the 
necessity of a firm hold by the Central Bank on the amount of accommodation it grants 
to the commercial banks; and the desirability of close and continuous contacts between 
the Central Bank and the managers of the larger commercial banks. 

The application of these principles has formed an essential part of recent monetary 
policy in Italy, as Dr. Menichella shows in his rapid sketch of the experience of the 
last ten years. He refers besides to two auxiliary weapons that have strengthened the 
Bank’s position on particular occasions, One is the power which the Bank of Italy has, 
as the executive organ of the Interministerial Credit Committee, of expressing its views 
on the opportuneness of granting permission for new capital issues. The other is the 
authorisation which a commercial bank is obliged to seek from the Bank before it can 











extend credit beyond a certain amount (a fixed percentage of its capital and reserves) to 
a single customer. 

If Dr. Menichella concludes by again emphasizing the importance of monetary 
conditions as a decisive element in a country’s economic history, he appeals as much for 
awareness and understanding of the limitations on the effectiveness of instruments of 
credit policy as for the recognition of their usefulness. 


Prof. Wotrcanc Sroxper’s study of « Mortgage Finance, and Construction in the 
American Economy Since the End of the War» is devoted to an examination of the 
tadical changes which have taken place during the last twenty years in the American 
system of mortgage finance, of the importance of the new system as a factor helping to 
induce the building boom, of its implications for monetary policy, and of its significance 
on the social 
“It is well-known that the repercussions of the great depression of 1930-33 were 
aggravated by the inherent « instability » of the structure of American mortgage debt. 
This was due to the lack of standardised conditions and regular amortization schedules, 
to the short length of the contracts, and to low loan-to-value ratios which gave rise to 
second and third mortgages, and so on. 

But it was out ot the depths of the depression that was born that long-range legisla- 
tion which, going beyond the bounds of a simple « rescue operation » — the Home 
Owners Loan Corporation (HOLC) made frozen mortgages liquid with government 
money — developed a series of entirely new institutions. Thus the Federal Housing 
Authority (FHA) provided insurance for mortgages at a low premium (14 per cent); 
the Veterans’ Administration (VA) in the postwar period was empowered to guarantee 
mortgage loans made to veterans; and the Federal National Mortgage Association (FNMA) 
was set up as a residual purchaser or seller of FHA — insured mortgages and later 
of VA — guaranteed mortgages. The Federal Home Loan Banking System (FHLBS) 
assumed for certain types of mortgage loan (in particular for the Savings and Loan 
Associations) the role of a lender of last resort with funds drawn from the money 
market; and the area of operations permitted to commercial banks, to Mutual Savings 
Banks, and to Life Insurance Companies was broadened. 

In short the joint effect of the new institutions was to promote far-reaching changes 
in mortgage credit. Operating practices were revised in the direction of regular amortiza- 
tion schedules and low monthly payments, longer contract periods (up to 30 years), and 
the increase (to 80-90 per cent or more) of the loan-to-value ratio. The transferability 
and liquidity of mortgages was brought close to that of stocks and bonds. A wider 
and more homogeneous market was created. And the reduction in interest rates was 
facilitated: mortgage interest rates fell from above 6 per cent to littke more than 4. 

With the sharp reduction in the risk of illiquidity and loss, mortgage credit came 
to form a larger part of the normal activities not merely of Life Insurance Companies but 
even of the commercial banks. At the close of 1955 commercial bank holdings of residential 
and other non-farm mortgages constituted about 24 per cent (§ 19.7 billions) of the total 
loans of all commercial banks. 

The changed character and organisation of the market meant that the door to 
building finance was opened even to the lower-income groups, since the reduction in 
interest rates, the higher loan-to-value ratios, and the lengthening of the period of 
repayment, combined, as Prof. Stolper says, « to bring the monthly charge of buying a 
house well below the monthly rental ». The new conditions were also a factor contribut- 
ing to the exceptional building boom that occurred in the United States, a boom which 
reached its peak in 1950 and almost touched the same level in 1955. 

Finally, Prof. Stolper stresses the point that the various forms of government inter- 
vention, and the activities of the new Federal institutions, besides broadening the 
dimensions of the mortgage market, have helped link it up more closely with other 
compartments of the money and capital market. To-day mortgage credit is integrated 
into a vast complex of markets which are relatively homogeneous, and between which 
there exist a high degree of inter-dependence and speedy reciprocal reactions. 





In this context the control of mortgage credit which the central authorities can 
exert by means of the several new instruments (intervention by the Federal institutions, 
changes in the loan-to-value ratio, alterations in the contract length and in interest 
rates, ¢tc.), appears as an important additional weapon of monetary and anti-cyclical 
policy. Indeed, the authorities have already used it both as a dis-inflationary, and as a 
stimulatory device. 


The discussion in the articles by Prof. Schneider and Prof. Sayers of the factors 
that determine the level of bank deposits (see n. 34 and 35 of this Review: Ertcn 
Scunewer, « The Determinants of the Commercial Banks’ Credit Potential in a Mixed 
Money System»; and R.S. Savers, « The Determination of the Volume of Bank 
Deposits: England, 1955-56») has brought closer together the conflicting views still 
held on some aspects of this question. Prof. Amepzo Gamatno in his article « Further 
Considerations on the Determinants of the Volume of Bank Deposits », takes this as 
his starting point for restating and qualifying his views concerning the importance of 
the influence of the behaviour of he public on the volume of deposits, and the limits 
of the neutralising powers of the Central Banks. 

Prof. Gambino concludes by expressing the hope that further investigations may 
be made of the acual quantitative importance, at different times and in different countries, 
of the several factors determining the volume of deposits. As an introduction to such 
enquiries, the A. sets forth in a Postscript, some methological details. In contrast to the 
practice followed by Prof. Schneider in similar studies, he re-emphasizes the advisability of 
including savings and time deposits, in order to obtain a picture of the true magnitude 
of the influence exerted on the volume of deposits by the public. 


The role played by the Australian trading banks in financing foreign trade has 
undergone substantial changes in the last thirty years. During that time the Australian 
banks « have made themselves increasingly independent of London bank intermediaries 
for foreign (as contrasted with sterling) exchange business, by developing direct corre- 
spondent relations with banks in most foreign countries. Since World War II, exchange 
control has still further strengthened their position by eliminating all legal competition 
for any ” outside market” within Australia, which earlier had at times made inroads 
into heir business ». 

« The Foreign Exchange Business of the Australian Trading Banks » is examined 
by Prof. H. W. Arnor in terms of this evolutionary process. He devotes special attention 
to the technical aspects which to-day characterise the various types of operation carried 
on by the Australian Banks, both in financing oversea trade and in the performance of 
complementary services. 


L. E. THunnoim returns to the subject, which he discussed in this Review in 1952 
(page 195 et seq.), and now describes the more recent « Anti-Inflationary Measures in 
Sweden». In his new article Mr. Thunholm’s main purpose is to summarise the 
measures taken in 1955 by the Swedish authorities as. part of a process of revaluation 
of the instruments of monetary policy and of large recourse to fiscal weapons. The 
measures included: the raising of the Bank Rate and of the cost of money; credit 
rationing; and higher taxation bearing more especially on investments. The A. believes 
he is justified in concluding that these new measures were ill-timed (the new restrictive 
programme was introduced when inflation was already well under way), and that they 
were unilateral in character (the restrictions affected chiefly private business and were 











not applied energetically to public expenditure). On the other hand, he considers that 
for the present it would be premature to give a final appraisal of the dis-inflationary 


rae Ca:0e. See. He does not therefore take account of the results 
obtained by the very recent enquiry made by the Swedish Joint Stock Companies on 
the effects of the various anti-i 2 eaten: aga plans. 


The note entitled « Export Incentive Measures in Italy» examines the modus 
operandi and the practical results of the insurance, credit, and tax measures introduced 
in recent years in our country as a means of aiding the development of exports (See 
Laws: 22-12-1953, No. 955; 31-7-1954, No. 5703 and 10-3-1955, No. 104). 

These new measures do not mark a revision of Italian commercial policy, which 
is still aimed at the broadening of international economic cooperation. They « have only 
reduced the margin of disadvantage between the conditions from which the Italian 
exporter starts, and those affecting the exporters of other European countries », Never- 
theless, the margin is still a wide one with respect to some countries. This is due to a 
number of reasons which the note examines in detail: the limited range of products on 
which the facilities are granted; the exclusion from the insurance scheme of some kinds 
of risk which are amply covered by the legislation of other countries; low percentage 
of the risk that can be insured; low level of tax rebates, etc. 


The Banca Nazionale del Lavoro assumes no responsibility for opinions or facts stated by authors 
whose contributions are published in the present Review. 

All communications regarding the Review should be addressed to Banca Nazionale del Lavoro, 
Ufficio Studi, Roma, Via Vittorio Veneto, 119. 


Editor: Dott. Luicr Certani - Ufficio Studi, Banca Nazionale del Lavoro 
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The Contribution of the Banking System to Monetary 


Equilibrium and Economic Stability: Italian Experience “ 


The Lessons of Four Experiences 


The subject which I have chosen for this 
talk is « Italy’s experience of the contribution 
of the banking system to the achievement of 
monetary equilibrium and economic stability ». 
In my country the formation of the complex 
structure of a unified modern economy took 
place in a relatively short time. The crises 
which inevitably accompany such a process of 
amalgamation and growth were over within 
the space of a few generations and, in the 
case of the banking sector, were more acute 
than in those countries where capitalism and 
the tradition of unity were of less recent 
origin. Only in one other recently-formed 
nation perhaps — the United States — have 
these crises been anything like as violent as 
those which have occurred in Italy. 

These crises, however, were not suffered 
in vain; each one of them taught us a lesson 
and marked a decisive step forward in the 
development and improvement of the insti- 
tutional framework. 

Thus the first crisis of which I am going to 
speak, and which developed towards the end 
of the last century, involved, as the principal 
figures, the banks of issue and the institutions 
engaged in providing medium- and long-term 
credit; and it showed how serious can be the 
consequences of abandoning the principles of 
prudence by which both these types of bodies 
must necessarily be guided, if they are to 
_ function properly, in balancing the sources 
from which they obtain their funds, on the 
one side, against the manner in which those 


(*) Lecture delivered by Dr. Donato Menichella, Governor 
of the Banca d'Italia, to the Zurich Economics Society on 
15th February 1956. 


funds are used, both as regards term and as 
regards risk, on the other. 

Another crisis — which took place be- 
tween the two world wars and which I shall 
briefly describe — provided proof of how 
Necessary it is to intervene early and vigorous- 
ly enough in order to nip in the bud incipient 
inflationary developments instead of allowing 
them to reach a more critical stage necessitat- 
ing excessive repressive measures at a later 
date. 

A later experience — the inflation in the 
second post-war period — taught us also that 
it is necessary, if the liquidity of the economic 
system is to be kept under control, that the 
bank of issue should be provided, in our 
country too, with certain means of action 
which had been tried out elsewhere. Thus 
the rational and practical character of the 
present system is due not merely to a detach- 
ed clinical observation of the practices of other 
countries but also to actual operations carried 
out, in pain and suffering, on the body of 
Italy herself. 

And finally still another experience, of 
very recent years, has confirmed the value of 
a rule of conduct which it might be extremely 
dangerous to abandon. I refer to the necessity 
of maintaining cordial and permanent contacts 
between the central bank and the commercial 
banks. Such contacts make it possible to keep 
a close watch on situations which, by their 
very nature, are constantly changing, and to 
correct undesirable trends early on, thus avoid- 
ing the necessity of frequent recourse to 
dramatic remedies, of which the aim and 
scope is not always correctly understood. 

All these experiences, viewed together, give 
an idea of how difficult and delicate are the 
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tasks of the central banks and of the commer- 
cial banks — or, in a word, of monetary 
policy — in trying to achieve and to maintain 
monetary stability. > 


The Scope and Limits of Monetary Policy 


In all cases it is only a contribution to 
stability that can be given. This needs to be 
said quite clearly, especially because, alongside 
those enlightened people who do not expect 
of monetary policy, which has finally come 
into its own again, more than it can achieve, 
there are some who, less well-informed and 
more impatient, expect of it things of which 
it is not by itself capable. And since the 
victims of these misplaced demands are very 
often the central banks, to one of which I 
have the honour to belong, I should like, 
before going on to recount the experiences 
which form the principal theme of this lecture, 
to take advantage of the present occasion in 
order to refer to another aspect of the subject 
of credit policy. I should like to draw your 
attention for a moment to the difficulties that 
are encountered by the central banks in 
regulating the volume of credit, and to 
explain how necessary it therefore is that 
they should meet with understanding in their 
work. For if we who belong to the central 
banks do not ourselves seize every opportunity 
of ensuring that the difficulties with which we 
are every day confronted are seen in the proper 
light, it is most unlikely that anyone else will, 
since it is, alas, the fate of the central banks 
to be without friends, as are all those who 
often say « No» and only rarely say « Yes ». 

It so happens that the recent return to the 
use of the traditional instruments of monetary 
policy, following the neglect of so many 
years, has appeared to some as a new discovery, 
as is always the case when one political form 
is replaced by another — often its extreme 
opposite — in response to the innate human 
desire to make a «change». The world 
which had grown accustomed to the system 
of fixed interest rates, usually kept low with 
the object of promoting full employment, 


realised, quite suddenly, that this system might 
induce inflation or make it harder to combat 
— at the monetary level — an inflation due 
to other causes. 

As is well known, the clarion call announc- 
ing the revival of these instruments of mone- 
tary policy rang out in the United States in 
March 1951, when the agreement was con- 
cluded between the Treasury and the Federal 
Reserve System concerning « the debt manage- 
ment and monetary policies to be pursued in 
furthering their common purpose, to assure 
the successful financing of the Government's 
requirements and at the same time to mini- 
mise the monetization of the public debt ». 
In Europe the revival reached a culminating 
point in November of the same year, when 
Great Britain once more had recourse to an 
alteration in its Bank Rate, which had remain- 
ed practically unchanged at the level of 2 
per cent for twenty years. 

Because the traditional instruments had 
been forgotten for so many years, the return 
to them seemed to many people, as I have 
said, to represent a «new doctrine» and 
— what is more — an infallible remedy, 
sufficient by itself, to ensure the stability and 
the orderly development of an economy. This 
caused some people to forget, to gloss over, 
or to make light of, the conditions which 
ought to exist, but often do not exist nowa- 
days, if these instruments are to be used with 
full effect. 

The result has been a deterioration in the 
psychological climate in which the monetary 
authorities and, in particular, the central 
banks have to operate. It is essential to the 
performance of their task that the public 
should realise that in an economic system of 
which the movements are governed by a 
great many different but closely interdepend- 
ent factors, it is extremely rare that the use of 
a single lever alone can achieve all the results 
desired. The reason is that there are nearly 
always present certain ineradicable factors 
working in the opposite, or at least in an 
unharmonious direction. 
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In particular, the central bank’s task of 
achieving monetary equilibrium by means of 
the so-called « classical » corrective measures 
is made extremely difficult. And it frequently 
meets with almost insuperable obstacles of a 
psychological and technical nature if the 
policy of public spending simultaneously being 
pursued by the state, or by central and local 
government bodies, is such as to aggravate the 
conditions which the monetary measures are 
intended to correct. 

Not infrequently, moreover, monetary dis- 
equilibrium is produced by major variations 
in the components of the balance of trade, 
attributable not to disparities between domes- 
tic and foreign prices — for such disparities 
are responsive to the influence of monetary 
policy — but to the sudden winning or losing 
of markets as a result of important changes in 
the particular conditions affecting certain ex- 
porting or importing countries. And as far 
as the general balance of payments is concern- 
ed, the corrective action of capital movements, 
which operated in the past, is now in abeyance 
almost everywhere, and the normal measures 
of monetary policy have not succeeded in 
bringing it back to life. 

Monetary policy encounters particular dif- 
ficulties, also, when it conflicts with wage 
policy. It sometimes happens that long periods 
of lull in the wage sector, or large and general 
wage increases, are due not to reasoned esti- 
mates of the level, or the rate of increase of 
productivity in a country, but to the behaviour 
of trade unions or entrepreneurs, actuated by 
various motives, not excluding political ones. 
In consequence the volume of demand may 
increase considerably when it ought to remain 
stable or to rise very little, and may thus 
cause an inflationary movement. Or, contrari- 
wise, demand may fail to increase when pro- 
ductivity conditions would allow it to, with 
the result that a climate tending to induce a 
recession is created. It may be observed too, 
that a tendency towards inflation or recession 
that is caused by a disparity between labour 
productivity and labour earnings is certainly 
more difficult to combat by the use of mone- 


tary instruments alone than is, for example, 
an expansion or restriction of market liquidity 
caused by balance-of-payments factors. In the 
first case, indeed, the discrepancy affects the 
whole of the consumer sector of the economy, 
and a very large number of individual bud- 
gets, whereas, in the second, the only direct 
and immediate effect is on the liquid resources 
of commercial banks and business units. It 
can, therefore, in this latter case be discovered 
and corrected before it has caused any more 
widespread development, or any sharp con- 
traction in fixed capital investment. 

It is often argued, moreover, and in perhaps 
too dogmatic or categorical terms, that at a 
time of full employment it is sufficient for 
monetary policy to bring about a little unem- 
ployment in order to check an incipient infla- 
tionary movement. 

The reason why I am bringing up this point 
is not, of course, that it specially concerns Italy, 
where there is still, unfortunately, a great deal 
of structural unemployment. It is quite gener- 
ally true that the application of the instru- 
ments of economic policy ought to give useful 
results without inflicting on people, be it only 
on a few, undeserved suffering. The problem 
must moreover always be considered in the 
light of individual circumstances, and of 
phenomena which may vary, in nature and 
intensity, as between different times and pla- 
ces. In particular, it must be borne in mind 
that trade-union policy sometimes tends to 
overlook the question of the level of employ- 
ment. Thus insistent and unreasonable de- 
mands for increases in wages may be made 
even in situations where full employment 
does not exist. Not infrequently, indeed, the 
pleas advanced and the pressures applied by 
those in employment prevail, within the 
sphere of the trade-union organisations, over 
and against the claims of the unemployed. It 
may also happen that, given the high degree 
of specialisation among wage-carners in mo- 
dern economies, an indiscriminate policy of 
raising the cost of money, or, more generally, 
of credit restriction, will leave large sectors 
of production in a state of full employment 
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without the wage level in these sectors being 
affected by the increased unemployment in 
others. 

Another difficulty encountered by mone- 
tary policy comes from the fact that the invest- 
ment decisions of industrialists are influenced 
first and foremost, and perhaps predominant- 
ly, by their firms’ own possibilities of self- 
finance. Only to a subordinate extent, and very 
indirectly, do they depend on the changing 
terms on which the commercial banks grant 
short-term credit, the form of accommodation 
which is usually most rapidly affected by 
movements in the discount rate, by the use of 
open-market policy and by changes in compul- 
sory reserve requirements. Moreover, once a 
largescale programme of investment in new 
industrial plant has been started, it is difficult 
to stop it before completion, so that in such a 
case a change in monetary policy is very slow 
to take effect. 

The methods of monetary policy and of 
central-bank action in general cannot therefore 
be rigidly systematised, nor can they always 
be fully effective. One need only think, here, 
of the difficulties, the misery, and the loss of 
wealth which may follow a policy of attempt- 
ing to force an equilibrium in the market 
by endeavouring at all costs to maintain the 
exchange rate of the domestic currency in 
terms of foreign currencies, as was done in 
Italy in one of the « experiments » I shall 
describe later on, and in a number of other 
countries in the course of the past thirty years. 

For the reasons I have mentioned, and also 
because the instruments of monetary policy 
have only recently been restored to a place 
of honour, these instruments have during the 
last few years held a central position in 
discussions among economic theorists, among 
those concerned with practical economic policy, 
and between these two groups. These discus- 
sions have naturally dealt with the nature 
of the instruments, the conditions under which 
they can operate more or less effectively, and 
the results which they may be expected to 
achieve. There have thus been lively debates 
concerning the powers of the central banks 


vis-a-vis the action taken by the respective 
treasuries, and concerning the relationships 
which should be established between these two 
bodies. The question has been discussed of 
whether they should both be autonomous to 
the point of ignoring each other’s existence, 
or whether each should retain the ultimate 
right to make independent decisions though 
working together on a basis of permanent 
co-operation, and if so, what possible forms 
such co-operation might take. 

Equally animated and interesting were the 
debates concerning the relations between cen- 
tral banks and commercial banks, the powers 
which should be given to the former and the 
duties which should be assumed by the latter, 
the question of whether these powers and 
duties should be defined by law or merely be 
subject to administrative regulation, or whe- 
ther, finally, the co-ordination of their activi- 
ties should be the result of action inspired by 
mutual goodwill and free from all constraint. 

All this is well known to you and I do 
not intend to express any opinion in favour of 
one or the other of these theses, least of all on 
the present occasion. For I am bound by my 
regard for the country whose hospitality I am 
enjoying, and in which, particularly since last 
summer, these discussions have assumed im- 
portant proportions in terms of a special 
local situation. They have been especially 
stimulated, that is to say, by the high degree 
of liquidity which has been a feature of the 
Swiss market and by. the considerable afflux 
of monetary resources to the reserves of the 
Confederation. 

I am sure, however, that these discussions 
will bear fruit, just as sincere and thoughtful 
examination of any important problem is 
bound to lead to useful results. For some 
years now there has been a general realisation 
that the progress achieved in understanding 
the nature of economic phenomena, particu- 
larly in the monetary sphere, has helped and 
will certainly help in the future to mitigate 
the severity of crises compared with those of 
the past, so that it is probable that there will 
be no further depressions as intense and as 
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prolonged as that of 1929. It seems certain, 
therefore, that within a few years our know- 
ledge of how the instruments of monetary 
policy can be used to best effect will cause us, 
in the particular instances as they arise, to be 
more single-minded in our choice of action, 
to reach our decisions more quickly, and to 
put our instruments to better use. 

In studying these problems we shall be 
able to profit not only from the progress which 
is being made and will go on being made in 
the field of scientific research, but also of the 
increased knowledge now available of various 
countries’ experiences in monetary matters 
under different economic conditions. 


In passing on to my brief illustration of 
the role of credit policy at various periods of 
Italy’s economic history, I fully realise, of 
course, that in all countries the study of 
credit problems both in theory and in practice 
has made great advances in the last few years, 
so that past events, especially when they lie 
as far back as some of those which I am 
about to describe, can be of but little help to 
those who are called upon to operate in this 
sector of economic life to-day. 

But even little streams make great rivers. 
I feel, therefore, that it is not a waste of time 
to try, as I shall do, to high-light the similari- 
ties and dissimilarities, however small, be- 
tween problems of the past and those of 
today. I hope, at least, that I shall succeed in 
showing, if only by the law of opposites, that 
events support my convinction that the correc- 
tive instruments of monetary policy, though 
not always completely effective, can often 
achieve very useful results, especially if they 
are applied in time and in sufficient strength, 
and especially also if the central bank’s task 
is facilitated by the existence of good relations 
and a spirit of co-operation between it and 
the commercial banks. Whether central 
banks have complete and clearly-defined re- 
sponsibility, as in some countries, or a more 
limited and less obvious réle, as in others, the 


burden they have to shoulder in endeavouring 
to maintain monetary equilibrium and econo- 
mic stability is a heavy one. 


The Boom of the 1880's and the Crisis of 
the ‘90s 


The first experience which I should like 
briefly to describe has, one might say, an 
archaelogical flavour. 

It took place before most of us were born. 
If I refer to it at all, it is only in order to 
give you an idea, by way of comparison, of 
the great progress which has been made in 
some seventy years in the system of granting 
credit and in the organisation of the central 
banks. It will not be possible, of course, for 
you to learn from what I shall say anything 
that might be valid today regarding the use 
of the instruments of credit control. My story 
will merely provide further proof of the 
unfortunate results which may ensue from a 
rash credit policy and from acute rivalry be- 
tween banks. 

In the years 1880-1893, the period in which 
the events I am relating occurred, there were 
in Italy no less than six banks of issue, all in 
fierce competition with each other. The 
newly-achieved political unity of the country 
had not yet affected the organisation of the 
monetary system. Self-interest and misplaced 
considerations of prestige on the part of the 
various regions, which had formerly been 
independent states, were, in fact, destined for 
another third of a century to prevent Italy 
from establishing a single central bank. 

On the slender basis of a generally poor 
agricultural economy and at a time when 
world-market prices were slumping, people 
in the new capital began feverishly to put up 
numerous large office buildings and dwellings 
to house a population which was growing so 
rapidly that it was to double itself in less than 
twenty years. To this excessive building activ- 
ity was added the burden of railway con- 
struction and of military outlays for the 
Eritrean campaign. 
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A large proportion of the necessary capital 
was borrowed abroad. As a result of the 
tabling of a bill introducing convertibility of 
bank-notes into gold, the premium of gold 
over bank-notes dropped from 9-13 per cent 
in 1880 to 0-3 per cent in 1881. Though this 
appreciation of the lira naturally led to a 
worsening of the balance-of-payments situation 
on current account, it greatly encouraged the 
flow of foreign capital into Italy. Part of this 
took the dangerous form of short-term inter- 
bank credit (overdrafts, rediscounts of com- 
mercial bills, and contango operations in 
securities). This influx of private capital has 
been put at some 500 million gold lire, equi- 
valent to about 5 per cent of the annual 
national income at that time; in relation to 
the present national income, this percentage 
would represent one milliard dollars. To the 
influx of private capital was added a roughly 
equivalent amount of gold which the Italian 
Government received, at the time of the 
restoration of convertibility in 1883, as a result 
of the placing on the London market through 
Hambro’s and Baring’s of a large 5 per cent 
loan issue. Further public loan issues were 
placed abroad during the following years, 
so that at the end of the crisis I am describing, 
that is, in about 1894, the external public debt 
amounted to some 1,700 million gold lire (1). 

Of the large volume of monetary metal 
acquired by means of these foreign loans part 
was absorbed by the active circulation, and 
part went to increase the reserves of the banks 
of issue, thus enabling them to undertake a 
credit expansion to which they were encourag- 
ed by the spirit of mutual competition. Dis- 
count operations, which had amounted to 
2.5 milliard lire in 1884, rose to 3.6 milliard 
in 1885 and to 4.4 milliard in 1886. 


(1) The total inflow of gold from abroad, estimated at 2,200 
million lire of that time, would correspond, after allowing 
for the increase in the price level, to about 7 billion Sw. frs. 
of to-day, Since Italy’s national income at that time was 
equal, in real terms, to one third of the present one, the 
magnitude of a capital movement of the same significance for 
the country to-day would be roughly equal to 21 billion Swiss 


francs. 


The additional operations were mainly of 
the nature of real-estate credits, building cre- 
dits and stock-exchange credits granted to 
speculators, aside from operations, which 
though less abnormal were also influenced by 
the business boom, such as import credits. 
Between 1883 and 1887 import credits increas- 
ed by about one-quarter, while exports decreas- 
ed by more than 15 per cent. 

The rush to buy land and building plots 
had become spasmodic; the prices of land 
bought with the aid of borrowed funds 
increased in many cases by as much as fifty 
times in the space of a year or two! 

At the beginning of 1887 there was a 
change in the trend. On top of the depressed 
conditions in the agricultural sector, which 
was unable to pay off its bank debts, and the 
difficulties which had arisen in trade with 
France, there came the collapse in quotations 
on the Paris Stock Exchange, which also 
involved Italian Government securities which 
had been placed on that market. The result 
was a general movement by foreign banks to 
withdraw their capital, so much so that the 
Italian banks, which were obliged to pay up, 
suddenly found themselves without funds to 
continue the financing they had undertaken 
to carry out, particularly in the building 
sector. 

After a few attempts had been made to 
save the situation, several banks collapsed 
under the weight of the withdrawals of 
deposits. Among them were two institutions 
which were giants of their day: the « Societa 
generale di credito mobiliare italiana », which 
had been modelled on the similar French 
institution (the « Crédit mobilier »), and the 
« Banca generale». The most important 
concerns in the country, ranging from the 
railways to building contractors, and from 
the steel mills to farms, had relied on these 
banks for their financing. 

The heated discussions which ensued made 
it impossible at the time to examine objectively 
what had really happened; and many leading 
bankers were even cleared of all blame, being 
regarded as the victims of the perfidy of others. 
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Few people realised that the main cause of 
these events was the abandonment by the banks 
of issue, by the banks granting medium- and 
long-term credit, and by the ordinary com- 
mercial banks, of all the rules of prudence, 
and their unrestrained competition with each 
other to obtain deposits and financing con- 
tracts. 

It took a long time, some fifteen years in 
fact, for the effects of the crisis to be worked 
off; and the banks of issue themselves suffer- 
ed substantial losses. The losses were heavy 
even though the realisation of assets took place 
at a time when conditions had become very 
favourable for Italy, as for other countries. 
In that first decade of the twentieth century, 
in fact, world prices, which had been sinking 
in the previous thirty years, began to move 
upwards again, partly as a result of the 
working of the Transvaal gold mines. 


The Inflation of the 1920's 


Another unhealthy economic episode was 
the inflationary movement which lasted, with 
a few short interruptions, from the autumn 
of 1924 until August 1926 and which was 
again followed by an acute depression. This 
episode was largely due to the easy availability 
of bank credit, to the abuse of short-term 
financing for the purpose of covering the 
budget deficit, and to the absence of instru- 
ments of control such as compulsory reserve 
requirements, which were unknown at that 
time. 

An idea of the extent of the inflationary 
movement which took place at this time is 
given by the fact that between December 
1923 and August 1926 wholesale prices rose 
by about 30 per cent and the cost-of-living 
index in Turin and Milan by 32 per cent. 
There was also a rise in the index of money 
wages, but, as usually happens when a rapid 
inflationary process is under way, this increase 
fell short of that in the cost of living. Thus, 
for example, the wages paid in certain indus- 
tries in Milan went up by only 26 per cent. 
All this happened six years after the end of 


the war, and following four years of relative 
price stability; in some sectors, indeed, there 
had even been a decline in prices. 

From the external point of view, this 
period was characterised by a substantial 
depreciation of the lira. The dollar rate rose 
by about 20 per cent between October 1924 
and July 1925. Subsequently the authorities 
intervened vigorously in order to check the 
rise, but as soon as intervention ceased the 
rate jumped up by 27 per cent in the short 
space of three months, from the end of April 
to the end of July 1926. 

The inflationary movement was certainly 
not caused by any large budget deficit — in 
fact there were budget surpluses in the two 
fiscal years 1924-25 and 1925-26. Nor was it 
caused by the monetisation of balance-of-pay- 
ments surpluses, for in 1925, the middle year 
of this period of difficulty, imports actually 
increased by 35 per cent and the trade deficit 
by 58 per cent. 

The period was on the other hand, one of 
high production and heavy investment activ- 
ity: the productive capacity of many plants 
was utilised to the maximum, steel output 
was higher than in the most feverish period 
of the war, and the construction of hydro- 
electric power stations and of roads was 
proceeding at an extremely rapid rate, with 
the result, inter alia, that the demand for 
cement ran ahead of supplies despite the con- 
tinual rise in prices. 

The total nominal capital of the joint- 
stock companies increased by 55 per cent in 
the two years 1924 and 1925; and the index 
of share quotations rose by 70 per cent in the 
14 months from December 1923 on. Unfortu- 
nately no complete statistics are available for 
bank credit; but the annual balance sheets 
of the principal banks reveal that the item 
« saldi debitori » (under which overdrafts are 
included) expanded by 32 per cent in 1924 
alone. 

What was the basis which had enabled the 
money and capital market to develop to such 
an extent as to allow a movement of general 
recovery and expansion in production to turn 
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into a boom of such unhealthy dimensions 
that — as I have said — the total capital of 
all joint-stock companies increased in two 
years by 55 per cent and the volume of bank 
lending rose by 32 per cent in one single 
year? 

The answer is that the banks of issue had 
greatly expanded their lending operations 
during the period in question, and that large 
amounts of Treasury bills and certificates were 
cashed in by the banks and by private invest- 
ors. In the case of the Banca d'Italia alone 
the average annual total of discounts and 
advances outstanding rose from 4.7 milliard 
lire in 1920 to 8.5 milliard at the end of 1921, 
9-3 milliard at the end of 1924 and 11.7 mil- 
liard at the end of 1925. 

What happened was not, however, due 
to any course of action voluntarily adopted by 
the banks of issue. Their action had been 
dictated by the necessity of limiting the effects 
of a serious banking crisis which had broken 
out towards the end of 1921. One of the 
country’s four big commercial banks had gone 
bankrupt as a result of a run by depositors, 
and this event had led in turn to substantial 
withdrawals from certain other banks. In 
order to make possible at least partial repay- 
ment of the depositors of the bank which had 
collapsed, pending the liquidation of its assets, 
and to sustain other banks which were in a 
precarious situation, the banks of issue had 
to intervene. 

The resultant large injection of new cash 
led to a considerable flow of funds to those 
banks which had not been affected by the 
crisis, and this had the effect of widening their 
lending potential. This in turn gave an 
excessive impetus to productive activity and 
meant that the available physical resources 
were no longer sufficient to meet the demand, 
so that prices began to rise rapidly; and this 
movement was sustained — instead of curbed 
as it should have been — by the action taken 
in the field of credit. The process was aided 
by the monetisation of Treasury certificates 
which had been taken up by the banks and 
by private individuals during the first post- 


war years when they were issued to finance 
the large budget deficits. 

Recourse was had to measures of interven- 
tion on the Stock Exchanges, a margin require- 
ment of 25 per cent being introduced for 
security purchases. Changes were also made 
in the official discount rate, which was raised 
three times — altogether from 5 1/2 to 7 
per cent — in the space of a little more than 
three months. After the Treasury Minister 
who had been responsible for these measures 
had been replaced, they were not pushed 
further, and perhaps this was one of the 
reasons for which they proved inadequate. It 
seems proper to conclude that the nature, the 
magnitude and the causes of the phenomenon 
which had occurred, would have called for a 
bold application of the methods which are 
most suitable for the sterilisation of excess 
market liquidity: i.e. the creation and sale of 
substantial quantities of long-term government 
securities or the imposition of high compulsory 
reserve requirements, such as would have reab- 
sorbed the large volume of cash which had 
been created as a means of facilitating the 
liquidation of the bank that had failed and 
of preventing others from failing. But these 
means of action were unknown at that time 
in Italy, as they were, indeed, in many other 
countries too. The boom came to an abrupt 
halt in August 1926 and turned into an acute 
recession as a result of a change in the psycho- 
logical attitude of businessmen and traders. 
For these had been struck by the firm determin- 
ation shown by the Government towards the 
end of the same month to oppose any further 
decline in the purchasing power of the cur- 
rency and, above all, by the measures adopted 
to block the issue of bank-notes, and compul- 
sorily to convert into long-term securities the 
very large volume of short- and medium-term 
Treasury certificates outstanding, of which 
the medium-term ones were about to fall due. 
This consolidation affected Treasury certifi- 
cates to the value of more than 20 milliard lire, 
corresponding to about 1,200 milliard present- 
day lire, or 2 milliard current dollars. All 
the market’s liquid reserves having thus been 
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mopped up, there was a severe restriction of 
credit, and this had the effect of sapping the 
nation’s powers of resistance to the world 
crisis of 1929. 

These were extraordinary events, events 
which perhaps could not have occurred else- 
where, since, as we have seen, they were 
essentially due to very large-scale financing 
by the banks not of short-term commercial 
loan operations but of operations which were 
of quite a different kind, and to the abuse of 
short-term financing by the Treasury. 

It is true, of course, that banks of issue 
also intervene, though generally on a smaller 
scale, whenever the afflux of foreign capital 
to a country assumes abnormal proportions, 
or when an export boom occurs as a result 
of exceptional circumstances in countries where 
the bulk of the foreign exchange assets are 
held by the banks of issue themselves or by 
bodies financed by them. And a state of exces- 
sive liquidity may also come about as a result 
of a rapid amortisation of the public debt or 
the failure by subscribers to renew their 
holdings of government paper. 

This brief description of events in Italy 
shows how limited is the effectiveness, in such 
cases, of changes in the discount rate. And 
it makes one realise that in these cases it is 
necessary, as I have said, to take direct action 
to reduce the volume of available resources 
by mopping up excess liquidity through a bold 
open-market policy or by the strict application 
of high minimum reserve requirements to the 
banks — or, perhaps better, by the use of both 
methods together, so that not only the bank- 
ing system but business firms and private 
individuals as well may be affected. 


The Stabilization of 1947 


I also have to say a few words about a 
further development which has been of great 
importance for my country. At the time 
when it took place the credit system was 
undergoing the serious difficulties by which 
the whole Italian economy was beset less than 


two years after the end of the second world 
war, and the corrective action then taken 
laid the basis for Italy’s present monetary 
policy. 

I refer to the action taken in the second 
half of 1947 to call a halt to the open inflation 
which had then been particularly virulent in 
Italy for about the last year. This event is 
well known and has been the subject, both 
at home and abroad, of such thorough and 
detailed studies that I need now only recall 
the salient points of the situation in which it 
arose. I shall then have a few moments left 
in which to give a brief description of still 
more recent monetary events which have 
brought the further development of the 
principles of action underlying the measures 
taken in 1947. 

There is no doubt that the 1946-47 infla- 
tion in Italy was due to a marked disequili- 
brium between, on the one hand, the excessive- 
ly large volume of liquid resources which 
had been accumulated, during the war and 
immediately afterwards, both in the economic 
system in general and in the credit system in 
particular, and, on the other, the small amount 
of physical resources available for economic 
reconstruction. The disequilibrium was ag- 
gravated by the poor crops of 1947, by the 
paralysis of large sectors of the railways and 
of the system of maritime transport — one of 
the most serious effects of the war — and by 
the inadequacy of power supplies. 

As a result of the running-down during 
the war of the normal stocks of raw materials 
and finished products by industry, trade and 
private consumers, the volume of discounts 
and advances had fallen to only 25 per cent 
of total bank deposits; a portion of the 
remaining 75 per cent was invested temporar- 
ily in Treasury bills and other government 
securities, but the greater part was held in the 
form of cash or sight funds with the central 
bank. 

The provision of the financial backing for 
the reconstruction of the country could there- 
fore be assisted, as in fact is was, by the large 
unused lending potential of the banking sys- 
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tem. In the first few years after the war the 
banks were, moreover, receiving a large and 
constant flow of bank-notes, coming from the 
exceptionally large holdings of the public. 
For, particularly during the last few years 
of the war, Italian citizens who had left 
their homes to take refuge from the air-raids 
had accumulated, as an easily transportable 
personal reserve, large amonuts of bank-notes 
which, as soon as peace was restored, they 
once again deposited with the banks. 

The nation’s determination to undertake 
the rapid reconstruction of the country, back- 
ed by the strong spirit of initiative and enter- 
prise which has never been lacking in my 
compatriots, thus derived considerable finan- 
cial support from the high degree of liquidity 
of the banking system. At the same time, 
however, it came up against a serious difficulty 
in the form of shortages of raw materials and 
foodstuffs, together with a number of other 
obstacles created by the wartime destruction 
of the means of transport and by the deficiency 
of power supplies. 

These disequilibria inevitably led to a rapid 
rise in prices, since everyone sought to obtain 
at all costs the means of production and goods 
available. 

Such a process, provided that it is not 
stimulated by further inflationary injections 
of funds into the economy by the Treasury 
or the central bank, is bound to come to an 
end in due course through the re-establishment 
of equilibrium between the volume of money 
and the price level on the basis of the avai- 
lable supplies of goods. In 1947, however, 
only one of the two conditions referred to 
above was fulfilled in Italy. For, though the 
central bank abstained from creating any addi- 
tional purchasing power by way of its normal 
operations, the Treasury was running a very 
heavy deficit and had recourse to the bank 
of issue for accommodation. In the financial 
year from July 1946 to June 1947 the payments 
made by the State were almost double its 
receipts, without allowing for the large expen- 
ditures that were obligated during the year 


and not yet paid. It was not possible to 
increase tax revenue despite the goodwill 
shown by tax offices, which had been disorgan- 
ised by the war and which inflation, either 
by altering the monetary yard-stick of by 
bringing about rapid changes in private in- 
comes, had gradually deprived of the very 
basis for their assessment of taxable incomes. 

Finally, even if the stimulus to inflation 
deriving from the recourse which, despite the 
successful placing of certain public loan issues 
on the market, the Treasury still had to the 
central bank for financing its deficit, had not 
existed, it would have been inadvisable to 
wait passively for the restoration of equili- 
brium between the money supply and the 
price level. Two factors counselled more 
positive action: one was the impossibility of 
foreseeing under what conditions and at what 
price level such an equilibrium would be 
re-established, and the other was the rapid 
decline in the foreign exchange reserves. The 
suffering inflicted on the general public by 
inflation would certainly have been increased 
by a further period of waiting and might 
have led to violent and uncontrollable social 
unrest. In addition to the action taken by the 
government in the form of issues of loans, the 
reorganisation of the fiscal system and the 
restriction of expenditure, it was also neces- 
sary to take resolute measures to sterilise a 
large part of the liquid resources held by the 
banking system. Such measures were taken 
in the summer of 1947, when the compulsory 
reserve system was revised and the new rules 
were strictly enforced. 

Italy’s experience has proved that, under 
certain conditions, even a very strong appeal 
from the central bank to the commercial 
banks is not sufficient. For since January 
1947 the central bank had in fact strongly 
urged the commercial banks to limit their 
lending operations. These admonitions from 
the central bank were not very effective, for 
two reasons probably. One was the extent to 
which inflation had spread. The other was 
the fact that no bank likes to appear too 
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clearly to be taking steps to restrict its lend- 
ing unless it can show that other banks are 
following the same course, for fear that it may 
be considered to be in a weaker financial 
position than its competitors or that it may 
lose the goodwill of its customers. In the 
spring of 1947 the inflationary movement 
became particularly pronounced on the stock 
exchange, where there was a very rapid rise in 
quotations. This development was reflected, 
especially in the summer, in the brisk compe- 
tition for imported raw materials and finished 
products, with the result that foreign ex- 
change reserves fell to an extremely low level 
despite the full utilisation of the American aid 
received by Italy. | 

It was not until August of the same year 
that it became possible to set up an inter- 
ministerial committee endowed with adequate 
powers of control over the credit system. Once 
the executive powers had been entrusted to the 
central bank, new rules concerning the hold- 
ing of compulsory reserves by the banks were 
worked out and immediately put into appli- 
cation. Thus the inflation was brought to a 
speedy end. 

The slowing-down of the rate of bank 
lending as a result of the blocking by the 
central bank of the banks’ liquid resources 
and of the requirement that the banks should 
tie up, at the central bank or the Treasury, a 
large proportion of their new deposits, led 
owners of commodity stocks to offer them for 
sale. This caused, first, a halt in the price rise 
and, then, a fall in the prices which had 
risen most (i.e. those of foodstuffs) and a 
decline from the peak prices which had been 
reached in some other sectors in the last few 
months. Moreover, many firms which had 
based their development plans mainly or 
entirely on expectations of the availability of 
additional credit facilities or of further price 
rises had to revise those plans. 

The rate of production declined, as was 
natural, but the contraction was limited in 
amount and duration. Within six months 


production had begun to go up again — this 
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time on a sound basis, that of a healthy 
currency. 

At this time Italy avoided two errors 
which might have transformed the preceding~ 
strong inflationary movement into a no less 
serious and prolonged recession. 

When an inflationary movement is stopped 
or slowed down, there is a sudden fall in 
the velocity of circulation of money, as the 
public once more begins to hold on to bank- 
notes. If the money supply thus becomes 
inadequate, the result is not merely a halt in 
the price rise but an actual fall in prices, 
which may turn out to be neither negligible 
nor of short duration. The movement then 
becomes continuous and is intensified by the 
reluctance of the public to buy anything which 
is not strictly indispensable; this in turn leads 
to a reduction in activity in many enterprises 
and to the spread of unemployment. 

In 1926-27 these considerations did not 
influence the government then in office, which 
wanted above all to see the success of its 
effort to arrest inflation actually reflected in 
the stabilization, or even in the reduction of 
the volume of bank-notes in circulation, and 
took every possible step towards this end. The 
result was a downward price spiral which, 
even though it was accompanied by some 
reductions in wages, caused economic diffi- 
culties which have still not been forgotten by 
my fellow citizens and which, as I remarked 
earlier, added in Italy to the difficulties which 
were brought a few years later, to every 
country, by the world depression of 1929. 

It was because they had profited by this 
experience that the Italian monetary author- 
ities did not take fright at the rapid increase 
in the note circulation after the measures of 
August 1947. In 1948, while the wholesale- 
price and cost-of-living indices remained stable 
or even showed a slight tendency to decline, 
an increase of as much as 22 per cent occurred 
in the Banca d’Italia’s note circulation; whereas 
in more recent years — from 1952 to 1955 — 
the average annual increase has been only 
6.8 per cent, despite the substantial and conti- 
nual growth in the national income. 








The second mistake which was avoided 

in 1947 relates to the nature and the effects 
of credit restriction. 
- It is often claimed these days that the 
banks do not apply credit restriction in an 
« equitable » manner, since the measures taken 
by them are of a general nature and it may 
thus happen that their best customers are 
favoured at the expense of those who are less 
good or less influential. 

There is a good deal of truth in this 
criticism, although the fact is often overlooked 
that to-day the best and most powerful enter- 
prises are almost everywhere practically self- 
sufficient financially, and have relatively little 
recourse to bank credit. This was not, how- 
ever, the situation which prevailed in Italy in 
1947, and there was a very real danger that 
the slowing-down in the rate of increase of 
bank credit, at which the measures taken in 
August were aimed and which they in fact 
achieved, would, in the case of many enterpri- 
ses, actually lead to a reduction in the volume 
of credit at their disposal. In particular, 
many sectors of the engineering industry were 
in a critical position at that time, since, after 
having worked to full capacity during the 
war, they were now passing through a difh- 
cult stage of the adjustment of their produc- 
tion to civil requirements. It was throught 
that the needs of these enterprises might be 
disregarded under the new tighter credit 
conditions, and steps were consequently taken 
to create a government fund to provide finance 
for the engineering industries. This fund, 
called the « Fondo Industrie Meccaniche », 
carried out, in a very short space of time, 
lending operations totalling 35 milliard lire 
(60 million dollars). Since the process of its 
liquidation began a few years ago it has 
recovered part of the funds lent, and is at 
present collecting that part of the remainder 
which is still recoverable. This was the price 
which had to be paid in order to overcome 
the objections — which were many — of 
those who saw in the monetary measures 
adopted, the destruction of the illusion they 
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had created for themselves that prices would 
go on rising indefinitely. 

The events just described help to demons- 
trate that measures of a monetary nature do 
not in themselves have any absolute validity, 
and are not universally applicable at all times 
and in all economies. The wisest policy, there- 
fore, is to apply them with the degree of 
vigour and flexibility which seems to be 
called for by the technical, political and social 
conditions prevailing in the country concerned. 


The Experience of the Last Few Years 


As a result of the measures taken in the 
autumn of 1947, a close bond was established 
between the central bank and the commercial 
banks, especially the larger of these. Care has 
been taken since that time to preserve this 
link, and to strengthen it in various ways 
whenever developments in business condi- 
tions have tended to make it weaker. 

The instruments used are of various kinds. 
The central bank can allow or refuse the 
commercial banks rediscounting facilities and 
advances on securities. The Italian Foreign 
Exchange Office, which, in turn, is financed 
by the central bank, may grant or refuse the 
commercial banks loans in foreign currencies. 
The banks can be requested to be more liberal, 
or more sparing, in their use of credit facilities 
granted to them by their foreign correspond- 
ents, especially American or British banks. 
The central bank can apply, with varying 
degrees of liberality, its powers to authorise 
the commercial banks to grant credits which 
exceed a certain percentage, fixed by law, of 
their share capital and reserves. Finally, a 
constant watch is kept on the level of the 
funds held by the banks in the form of free 
or tied deposits at short term (eight or fifteen 
days) with the central bank. 

In this last respect it is perhaps not without 
interest to note that the experience of the last 
few years has taught the management of the 
central bank, and the managers of the com- 
mercial banks, a great deal about the magni- 
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tude of seasonal movements in the cash posit- 
ion of the banks, so that they are able to 
recognise quite easily phenomena which are at 
variance with what experience has led them 
to expect. 

The use of the instruments which I have 
described, and the constant contact maintained 
between the central bank and the commercial 
banks, especially the larger of these, in order 
to induce them appropriately to control the 
volume of their liquid resources, independently 
of the application of the rules concerning their 
reserve requirements, has been supplemented 
since 1950 by the issuing, in the early months 
of each year, of nine-year government bonds, 
the so-called « Buoni del Tesoro Novennali ». 
These bonds, which are placed on the market 
by the credit institutions, serve to absorb the 
excess liquidity which usually appears in my 
country towards the end of the year. And the 
placing of them tends to neutralise the infla- 
tionary effects which would otherwise be 
produced by the budget deficit. Other govern- 
ment issues have been launched in recent 
years, largely with the same object, whenever 
it has seemed opportune. These have been 
mainly 20-year bonds issued for the purpose 
of providing the state railways with the funds 
needed for improving their equipment. 

Since it is the central bank which, in 
Italy, handles all in-payments and out-pay- 
ments on behalf of the government, the 
repercussions of movements in the Treasury 
accounts are directly felt by the central bank. 
Being in close contact with the market through 
the commercial banks, the central bank tries 
to offset the effects which may ultimately be 
produced on the market as a result of the 
operations of the Treasury combined with 
those of the commercial banks. 

Lastly, the central bank, acting in its 
capacity as the executive organ of the Inter- 
ministerial Credit Committee, gives this body 
its views on issues of shares and bonds which 
industrial, commercial and financial compa- 
nies, and long and medium-term credit institu- 
tions propose to launch. In this field, too, an 
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examination of the liquidity position may 
justify, as an auxiliary policy measure, action 
aimed at preserving or restoring the financial 
balance of a market which, in Italy, has over 
the last few years always been extremely 
active so far as investment is concerned. 
Indeed the limiting factor here has come, 
and still comes, primarily, from the necessity 
of maintaining equilibrium in the balance of 
payments. 

The instruments for limiting rediscounting 
and advances were used with particularly 
marked effect during the Korean crisis of 
1950-51. 

Under the Italian system regulating the 
relations between the central bank and the 
commercial banks there are no fixed ceiling up 
to which the commercial banks are entitled to 
draw on the central bank for funds. It was 
thus possible in the very first months follow- 
ing the outbreak of the war to take fully 
effective action to limit the rush which, in 
Italy as elsewhere, had started among consu- 
mers, producers and traders to pile up stocks. 

The central bank, to which, as I have 
said, have to be submitted all applications for 
the granting of credit to any one firm in 
excess of a certain fixed percentage of the 
capital and reserves of the bank in question 
had, therefore, at that time two instruments 
at its disposal. It had the power to expand 
to a greater or lesser extent the volume of 
rediscounting facilities and of advances; and 
it had the power to grant or refuse permission 
to increase the amount of large individual 
credits. It used both these instruments. It 
allowed the commercial banks to be more 
liberal in the granting of credits that were to 
be used to finance imports of raw materials 
and finished products, but it was very strict 
as regards the accommodation it was ready to 
give the banks in the form of rediscounts and 
advances, keeping this far short of the amount 
that was requested. The result was a tight 
credit situation which implied, of course, a 
marked slackening in the rate of increase of 


bank deposits — both on savings and on 
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current accounts — which had until then 
been high. The final outcome, however, was 
that prices were prevented from soaring up- 
wards. Domestic prices, in fact, rose only 
moderately, so that Italy may be counted 
among the countries which, after the events in 
Korea, succeeded better than most in check- 
ing the depreciation of their currencies. 

Between July 1951 and September 1952 
Italy went through a phase of high liquidity. 
This was due in the first instance to the very 
favourable trend — which lasted until March 
1952 — in the export trade. This was in turn 
primary attributable to the heavy sales abroad 
of textile goods, which were in particularly 
strong demand in those overseas countries 
which had rapidly increased their foreign 
exchange earnings as a result of the sharply 
increased prices of the raw materials which 
they produced. In the course of 1952 the 
liquidity of the market was further swollen 
by a rise in budgetary expenditure and larger 
outlays for workers’ old-age pensions. 

Such additional rediscounts and advances 
as had been granted — even if their amount 
was modest — in the preceding phase of 
credit shortage which I have just described 
were not renewed and steps were taken to 
persuade the principal commercial banks to 
exercise restraint in the granting of fresh 
discounts and advances to customers. Never- 
theless, despite the normal annual issuing of 
long-term Treasury bonds, the banks’ liquid- 
ity remained very high, and it was feared 
that it might give rise to an excessive expan- 
sion. This danger was, however, forestalled 
mainly because at that time world-market 
prices were continually moving downwards. 

A day-to-day watch was kept on the situa- 
tion and the central bank would not have 
hesitated to intervene by raising compulsory 
reserve requirements if there had been evi- 
dence that its appeal to the commercial banks 
was not being heeded. 

From 1953 up to the present time there 
have been no disturbances of note in the eco- 
nonty. The excess bank liquidity of the preced- 


ing period had been gradually absorbed as a 
result of the moderate expansion of credit 
which, on the basis of an improved balance-of 
payments position, accompanied the increase 
in investment activity associated primarily with 
the programme of developing southern Italy. 
The ratio between the liquidity reservers and 
deposits of credit institutions was in conse- 
quence appreciably reduced by comparison 
with the high level it had reached in the 
autumn of 1951, and it has scarcely varied in 
the course of the last few years. 


Concluding Remarks 


The object of the account which I have 
just given of certain difficult periods in the 
economic history of my country has been, as 
I said at the beginning of this lecture, to place 
before you some examples of disturbances of 
monetary equilibrium and economic balance 
in which credit policy has played a decisive 
part in inducing movements of important 
dimensions towards the expansion or contrac- 
tion of economic activity. 

Each of the periods dealt with really 
deserved — and deserves — a more thorough 
and detailed examination than I have been 
able to undertake in this lecture. 

A review of the monetary events in a 
country comes close to being an outline of the 
course of its economic history. For the stabil- 
ity of, or the fluctuations in the purchasing 
power of its currency do, in the last analysis, 
summarise the events — happy or unhappy, 
favourable or adverse — of its economic 
development. 

Thus, in the very turbulent years of the 
first period of monetary difficulties to which 
I have referred, which occurred towards the 
end of the last century, not long after the 
unification of my country, the economic 
progress which was being made was not easy 
to discern; and in any case the rate of progress 
was slowed down by the destruction of capital 
and the acute recession caused by the mistaken 
credit policy. 
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These years were followed for Italy by a 
prosperous period of economic development 
extending over the first fifteen years of the 
present century, during which the conduct 
of the country’s monetary affairs was exempla- 
ry. A factor aiding the stability and economic 
progress of this period was the well-balanced 
activity of a group of newly-formed and well- 
organised commercial banks, which were en- 
gaged in healthy but not excessive competition 
with each other and which were continually 
expanding in a manner which was neither too 
violent nor too spasmodic. 

The central banks which had survived the 
economic storm which ended in 1893 with the 
liquidation of one of their number and the 
merging of three others to form the Banca 
d'Italia took determined action during these 
years to mitigate abnormal movements of 
credit; they gradually transformed the frozen 
assets inherited from the past into liquid 
resources, and converted a substantial propor- 
tion of these into foreign currency holdings 
deriving in large part from the rapid growth 
in emigration. During this period the ebb 
and flow of these reserves of foreign currency 
safeguarded the monetary equilibrium of the 
country. 

The difficulties which characterised the 
period between the two world wars were, on 
the other hand, particularly unfortunate. In 
addition to the factors productive of instability 
and crisis which had their origins elsewhere 
and which naturally spread to my country, 
other factors were at work which were pecu- 
liar to the Italian economy itself and which 
on several occasions brought about serious 
disturbances in the economic and financial 
system. 

In some of these instances the credit 
system itself was responsible for serious de- 
viations from the line of conduct which it 
ought to have followed in order to help main- 
tain, or restore, economic stability. In partic- 
ular, a very harmful influence was exerted 
by the excessively rapid expansion of certain 
banks and the unrestrained competition be- 
tween them. 


The situation was sometimes aggravated 
by the obligation imposed on the central 
banks to create large amounts of money for 
purposes other than the maintenance of a 
healthy and steady development of production, 
and by the excessive use of short-term Trea- 
sury bills to cover budget deficits. And in 
other cases it was regrettable that the powers 
of the central bank — which was at last reduc- 
ed to a single institution in 1926 — did not 
include the authority to take measures, such 
as the imposition of minimum reserve require- 
ments on the banks, which are particularly 
suitable for correcting — if necessary gra- 
dually — the dangerously unbalanced liquid- 
ity situations which are sometimes produced 
by exceptional events. 

This authority was, on the other hand, as 
I have mentioned, exercised to the full, and 
with great success, in order to put a stop to 
the inflation of 1946-47. 

Since that time the national income of my 
country has been increasing substantially year 
by year. A far-reaching transformation is in 
progress in Italy, under the impulse given by 
the development of the southern part of the 
country and by the increasing share of 
our manufacturing industries in world trade, 
which we partly owe to the almost complete 
liberalisation of trade with the vast area 
represented by the European Payments Union. 
Both these factors have made possible a fuller 
utilisation of existing industrial plant and 
considerable increases in productivity. 

Not since before the first world war has 
Italy known such a prolonged period of mark- 
ed and continuous economic development as 
that which she has been experiencing these last 
eight years or more. This development has 
been accompanied, moreover, by a high degree 
of monetary stability and by the accumulation 
of ample .foreign exchange reserves which 
have made it possible to correct temporary 
disequilibria in the balance of payments. 

In the field of public finance, this period 
has been characterised by the renewed effect- 
iveness of fiscal instruments, which had been 
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almost destroyed or rendered inoperative by 
the war and by inflation. This new efficacy 
of the instrument of taxation has made it 
possible gradually to cover an increasing part 
of the government’s expenditure by tax reve- 
nue, so that the budget deficit has been 
progressively reduced and is still falling. The 
consequence has been a considerable slacken- 
ing of the tendency towards excess liquidity 
which usually results from budget deficits and 
afterwards has to be mopped up by monetary 
policy. 

Among the many causes which have 
helped to bring about these favourable and 
encouraging events, on which my country is 
basing its hopes of an ever-growing develop- 
ment of productive investment and of increas- 
ing well-being for its population, I must 
mention the by no means unimportant réle 
played by credit policy. Though far-reaching 
and penetrating, bank lending has not over- 
stepped the limits beyond which it would 
have encouraged speculative movements char- 
acteristic of inflationary processes and would 
have created balance-of-payments deficits lar- 
ger than could be covered by available foreign 
investment capital, including foreign loans. 

May I be allowed to say once more how 
much the close ties which were established 
between the central bank and the commercial 
banks in the autumn of 1947 have contributed 
to this very harmonious development of credit 
policy, which has stimulated and accompan- 
ied the increase in the national income over 
these years. This system of inter-bank co-oper- 
ation has been fostered in a number of ways, 
so as to make possible the prompt correction 
of temporary disequilibria affecting the liquid- 
ity of the market. 

This is really the gist of what may be 
learnt from Italy’s experience in the period 
since the second world war. While making 
use of the ever more highly developed means 
of action adopted elsewhere, Italy has also 
benefited and drawn strength from the lessons, 
sometimes painful, which she has learnt from 
her own past. 


Adequate use has been made of the appro- 
priate instruments of monetary policy when- 
ever there have been very marked disequilibria 
to be corrected; when, on the other hand, the 
disequilibria have been minor and temporary 
in character, an important contribution to the 
redressing of the position has been made by 
the cordial relations existing between the 
central bank and the commercial banks, and 
by the constant contact maintained between 
their leading officials. These contacts have 
made it possible to reconcile each commercial 
bank’s own requirements with the need for 
the banks, both as individual concerns and as 
a group, to bring their policy into line with 
that of the government in its efforts to pro- 
mote the growth of production on a basis of 
monetary equilibrium. 

If, in conclusion, my insistence on the need 
for reciprocal esteem and constant co-operation 
between the central bank and the commercial 
banks should seem to you — like the use of 
the instruments of monetary policy — to be 
merely a « rediscovery » of the rules of good 
conduct which were always considered essen- 
tial for success, my lecture will have had the 
not unusual fate of ending where it began. 
And it will seem utterly pointless to those who 
expect to find the rules of sound credit man- 
agement in handbook form. The sound con- 
duct of credit policy merely consists in the 
tackling of innumerable difficulties which can 
be overcome only by patient daily effort, 
sometimes in the face of considerable obstacles, 
which differ from country to country. The 
results are consequently nearly always fairly 
far removed from the original goals. 

In drawing up the rules of sound credit 
management one must not overlook the ques- 
tion of how and when they are to be applied 
by those in charge of monetary policy. The 
principles of economic theory must, therefore, 
at all times be « married » with the art of the 
banker. 

Our scientific knowledge teaches us that 
dear money and restricted credit are necessary 
to stop inflation or check a boom, and that 
cheap and plentiful money must be called 
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into play as part of the effort to combat a 
recession. But the art of the banker consists 
in judging when is the most suitable time 
for taking action and how far it should go; 
for the best results are obtained when meas- 
ures are adopted before the need for action has 
become clearly apparent in the statistics. And 


in countries which possess well-organised mon- 
etary systems action is guided by a very 
sensitive alarm mechanism, which gives a 
warning whenever a change in the state of 
business is imminent. 


Donato MENICHELLA 








Mortgage Finance and Construction 


in the American Economy since the End of the War 


. 


As prospects for the year 1956 are weighed, 
the roles which construction and its financial 
counterpart, mortgage credit, have played in 
maintaining the high level of employment 
and output since the war, are assuming a 
central place. In the ten years 1946 through 
1955 about 10.3/4 million houses were started, 
with 1955 almost reaching the record level 
of 1950. Almost all of the housing units 
were privately financed. The total non-farm 
mortgage debt increased by almost $ 91 
billion, the mortgage debt on. non-farm 1-4 
family housing units alone by $ 70.5 billion. 

Whether looked at from the « real » side 
or the financial side, the figures are big even 
for America. The questions which arise in 
interpretation and in understanding what has 
happened and in assessing what may happen 
in the future are: what has been behind the 
enormous boom in construction activity? What 
has been the role of mortgage finance? And 
what effects did and does the increase in the 
mortgage debt have on the capital and money 
market? 


1. - The Construction Boom. 


In a complicated economy such as. the 
American economy represents, it would be 
exceedingly rash to credit one sector of the 
economy with bearing the main burden of 
economic growth, particularly as in point of 
fact all sectors have expanded vigorously. 
It is true, nevertheless, that new non-farm 
residential construction not only formed the 
bulk of all construction, but a suprisingly 
large share of gross private domestic invest- 
ment. Gross private domestic investment 
during the years 1946 through 1955 amounted 


to $ 446.2 billion, an annual average of almost 
$ 45 billion. Residential non-farm construc- 
tion during the same ten year period amoun- 
ted to $ 103.9 billion, or almost one fourth. 
Over the whole period, the relative importance 
of non-farm residential construction in total 
private gross domestic investment has been 
growing steadily from 1946, when it was still 
restricted to about one seventh of private gross 
investment, to 1955 when it was about 28°/,. 
When the substantial fluctuations in inventory 
investments are allowed for, the significance of 
residential construction becomes even more 
startling. Moreover, next to producers’ durable 
equipment, residential non-farm construction 
provided the largest share of total fixed invest- 
ment. 

Non-farm residential construction is of 
particular interest, not only because it is very 
much more important quantitatively than 
either farm residential or commercial and 
industrial construction. Its significance in the 
present context arises also out of the fact that 
commercial and industrial construction is only 
relatively rarely financed by mortgages. 

On the « real » side explaining the housing 
boom there are at least three factors to be spe- 
cifically mentioned. The first and most obvio- 
us is the tremendous increase in population 
since the war, which has taken everyone includ- 
ing demographers by surprise and which shows 
no sign of abating. The second fact is that 
between 1929 and 1930 and the end of hostili- 
ties there was very little housing construction 
in the United States; during the first part of 
the period, because of the generally depressed 
conditions of the economy and some preceding 
overbuilding; during the war because of short- 
ages of material and men for any non-war 
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supporting activities. Thus a tremendous 
backlog of housing demand built up ready to 
become reality if and when conditions 
changed. The third fact to be mentioned is, 
therefore, the tremendous accumulation of 
liquid resources during the war which initially 
sparked the postwar spending, and since then 
the continuing high prosperity of the Ameri- 
can economy. These three developments must 
now be spelt out in detail. 


2. - Population Change. 


In 1930, the population of the continental 
United States was 123,077,000. The number 
of households was about 30 million, with 
4-1 persons in a household. In 1940 the 
population had increased by 9,047,000 persons 
to 132,124,000. The number of households 
had increased at the same time by 5.1 million 
to about 35.1 million. By the end of 1955 
the American population had increased to 
166,512,000, and the number of households 
to about 49 or 49.5 million. Table I gives 
a very rough calculation of the relation of 
population change, household increase and 
housing construction as measured by housing 
starts. 

Taste I 
POPULATION AND HOUSING CONSTRUCTION (a) 






























































SSS == 
" Housing 
Total | Increase} Number Housing surplus (+) 
popula- over | of house- pa ad - 
| Year | tion | previous| holds in Change period > pas 
| in 1000 date million “preced-| col. 4 in 
j ing (c) mill. 
1 2 3 4 5 | 6 
| 1920 | 106,466 24.7 | 
1930 | 123,077| 16,611| 30.0 +5.3 | 7-034| + 1.734 
1940 | 132,124] 9,047) 35-1 +§-1 | 2.647| — 2.453 | 
1950 | 151,683) 19,559| 44-1 +9-0 | 5-391 | — 3.609 
1953 | 159,630) 7,947| 47-0 +3.1 | 3-322| +0.222 
1955 | 166,512! 6,882) 49.5(b)| +2.5 | 2.650| +0.150 





(a) Sources: Joint Committee on the Economic Report, 
Potential Economic Growth of the United States during the 
Next Decade, Washington 1954; Economic Report of the Presi- 
dent, January 1956. Joint Committee on the Economic Report, 
Economic Indicators, monthly, and the same, Historical Sup- 
plement 1955. 

(b) My estimate, based on change of 1950-1953. No official 
figures available as yet. 

(c) Period starting with year of preceding row. 


In order to get a clearer picture, it is 
necessary to go back to the census of 1920. 
Though the reader must be warned against 
taking the statistics on the number of 
households and the housing deficit or surplus 
too seriously, in particular because there is 
some interrelation between the definition of a 
household and of a dwelling unit, the follow- 
ing conclusions nevertheless stand out: The 
housing boom of the twenties produced a 
surplus in housing which was only gradually 
absorbed in the thirties. But the low rate of 
construction of the decade of the thirties was 
due both to the housing surplus and the 
relatively weak population increase. The 
housing deficit undoubtedly increased during 
the next decade 1940-1949, when population 
and number of families increased vigorously. 
It is virtually certain that by 1955 a consi- 
derable dent was made in the accumulated 
housing shortage; but while family formation 
will certainly slacken for a while as the 
numerically small classes of the 1930’s become 
of marriageable age, and while therefore new 
housing starts are apt to decline somewhat in 
the near future, construction will nevertheless 
maintain substantial levels. The reason for 
this prediction should become clear in the 
arguments of the following pages. 

There would be no point to go into too 
great demographic details. But the following 
additional comments need to be made to 
assess the importance of the population change 
more correctly. First, the population figures 
refer to the population as a whole, while the 
housing starts refer only non-farm residential 
construction. This understates the need for 
construction. For, while total population has 
increased vigorously, the farm population has 
decreased absolutely and relatively. Moreover, 
not only has the non-farm population grown 
more than total population, there has been at 
the same time a tremendous movement out 
of the central cities into the suburbs. In addi- 
tion, the « classic » migration from the older 
eastern to the newer western parts of the 
United States has continued unabated. These 
internal population movements would have 
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created a substantial demand for new housing 
even if there had been no overall increase in 
population. They have given a tremendous 
impetus to the demand for housing of the 
postwar period. : 

In accounting for these facts of the postwar 
construction boom, no account has been taken 
of obsolescence of houses, destruction through 
fires or redevelopment of cities etc. which 
can alone amount up to about 400,000 units 
a year. Or to the demand which comes from 
an upgrading of the family income earner, 
as he rises in the world. All these facts go 
far to explain the tremendous demand for 
construction which has persisted throughout 
the postwar years and is likely to continue to 
exist at a high level. 


3. - National Income and Liquid Savings. 


Yet, like all such « explanations » which 
base on « need » something essential is lack- 
ing. The figures explain actually only why 
people would want to purchase houses, if the 
price of houses relative to alternative expendi- 
tures ‘is right, and if the potential customers 
have the necessary income. « Real » needs by 
the very nature of our economic machine are 
always an incomplete explanation. 

With the exception of 1949 and 1953, 
national income has in each postwar year 
been bigger than in the preceding one. 
Moreover, personal consumption expenditures, 
much the largest component of gross national 
product increased in real terms year by year 
even during the two postwar recessions and 
the Korea boom. This in itself has tended 
to maintain payments on homes previously 
bought, and to keep new mortgage money 
flowing into the housing market. 

Moreover, financial saving by individuals 
increased phenomenally during the war when 
rationing and direct allocations limited the 
manner in which most of the rapidly increas- 
ing money earnings could be spent. These 
liquid savings were available for spending after 
the war as soon as the various war time 
restrictions were removed giving an impetus 


to the absorption of 8 million persons released 
from the armed forces. « Financial Saving of 
Individuals » may take the form of accumula- 
tion of currency, demand and savings deposits, 
investments in savings and loan associations, 
insurance and pension reserves, purchases of 
government and other securities, and liquida- 
tion of mortgage and other debts. This last 
item may sound surprising, makes, however, 
perfectly good sense in a country in which 
individuals have easy access to bank credit 
and instalment purchasing on everything from 
a house via a car to a wedding ring is highly 
developed. « Financial Saving by Individuals » 
is a flow concept, i.e. it refers to saving under- 
taken during a given period of time. It is 
not a stock concept, i.e. the figures do not 
show what the asset position was but only how 
it changed. 

During 1939 and 1940, total personal 
saving was about 4.1/4 billion, mostly in 
the form of deposits and insurance, and 
somewhat offset by a liquidation of securities 
and increase in debts. In 1941, personal 
saving jumped to $ 10.52 billion; and the 
net accumulation of the years 1941 through 
1946 inclusive was 171 billion dollars. During 
the years 1943 and 1944, the mortgage debt 
was even in small part liquidated. But already 
during 1946 there was a substantial increase in 
the mortgage debt. 

Now, the years 1947 through 1954 fall 
conveniently into two subgroups. From 1947 
to 1950 inclusive the net financial saving of 
individuals fell year by year from $ 6.67 
billion in 1947 to $ 1.80 billion in 1950, i.e. 
they were substantially smaller in dollar 
terms than they had been in 1939-40 even 
though incomes and prices were substantially 
higher. Bank deposits were even liquidated 
throughout 1948 and 1949. But the chief 
reason for the fall in financial saving turns 
out to be a rapid increase in the residential 
mortgage debt which during 1950 amounted 
to $ 7.16 billion. 

After 1951 throughout 1954 annual increa- 
ses in financial assets of individuals vary 
between about $ 11 and 13 billion. But 
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throughout these years, the mortgage debt 
kept increasing at an annual rate of between 
6.1/4 and 8.1/2 billion dollars. This itself 
indicates to what a great extent the mortgage 
debt served as an outlet for saving or, to put 
it into « real » terms, to what great an extent 
housing construction maintained the high 
level of economic activity. During the first 
three quarters of 1955 — the most recent 
figures available at the writing — liquid 
saving was $ 4.12 billion but the mortgage 
debt increased by the record amount of $ 9.13 
billion in nine months. In other words, 
consumers were back on a spending spree, 
and going once more into debt, both mortgage 
and otherwise, at an increased rate. Moreover, 
they saved increasing amounts through Savings 
and Loan Association and Life Insurance 
Companies, both of which made huge sums 
of money available to the mortgage market. 
Table II gives the detailed figures which have 


just been summarized. 


4. - Changes in Mortgage Credit. 


The increased role of mortgage financing 
can best be understood in this context. Once 
more it is necessary to go back to the 1920’s 
and 1930’s to understand properly the changes 
which had occurred and which made the 
burst of mortgage financed construction of 
the postwar years possible. Mortgages in the 
1920’s were essentially locally given credits, 
without standardized conditions and a very 
limited national market. This description 
could be challenged in detail but not in 
substance. Mortgage interest rates were high, 
the loan-to-value ratios low and the duration 
for which they were given short. Moreover, 
mortgages as a rule were either not amortized 
at all, or at best partially amortized. The 
low loan-to-value ratios meant the existence 
of second and third mortgages with higher 
rates of interest so that the effective mortgage 
rates were even higher than the usual figures 


FINANCIAL SAVING BY INDIVIDUALS, 1939-1955 Taste II 
(in $ bil.) 


Liquidation of 




















Currency |; Savings and Insurance 2 
|, feet and Deposits | Loan. Ass. Reserves Sesurtiies Mortgage Other cons. 
debt debt 
= -| SS a eta sere e eh ree eres ete tree ae Tet etme 
1939 425 | & 3-00 0.04 3-01 - 0.53 - 0.50 - 0.78 
1940-1945 161.57 71.42 3-24 35-72 51.06 - 1.51 1.65 
1946 13-74 | 10.56 1.18 6.97 0.89 - 3.60 — 2.28 
1947 6.67 | 2.01 1.20 7-13 3-51 — 4.46 —- 2.73 
1948 2.99 - 1.84 1.21 7-32 3-22 — 4-61 — 2.31 
1949 2.86 — 1.46 1.51 6.05 3-03 - 3.87 — 2.40 
1950 1.80 3.62 1.51 5-01 2.04 - 7.16 — 3.22 
1947-1950 average 3-58 0.5825 1.3575 6.3775 2-95 — 5.025 - 2.665 
1951 11.34 5-96 2.10 8.28 2.06 - 6.53 - 0.54 
1952 12.98 6.84 3.07 9.22 3-96 - 6.26 — 3.85 
1953 11.76 4-80 3-64 8.46 5.10 - 7.01% — 3.24 
1954 11.85 6.84 . 4-48 7-92 1.56 - 8.58 — 0.37 
1951-1954 average | 11.9825 6.06 3-3225 8.47 3-17 — 7.095 — 2.00 
1955 
first quarter 1.20 - 1.06 1.14 1.75 2.00 — 2.64 0.01 
second quarter —.45 0.17 1.44 2.41 0.96 — 3.28 — 2.16 
third quarter 3-33 2.75 0.68 2.54 2.40 | — 3-39 - 1.64 
1955 
year estimate 4-64 abt. 2.00 abt. 4.3 abt. 8.95 abt. 7.15 abt. - 12.00 abt. - 5.00 











Source: Economic Report of the President, January 1956, p. 179. 
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given for first mortgages indicate. The 
existence in turn of second and third mortga- 
ges produced a substantial element of instabi- 
lity in the debt structure. 

This was also true for the effects of a 
short contract length and a lack of amortiza- 
tion schedules. True, the actual as distinct 
from the legal length of contract was some- 
what longer since the mortgages were as‘ a 
matter of course prolonged as long as condi- 
tions remained favorable. But by that very 
fact the pressure to liquidate them introduced 
instabilities just at a moment when it should 
be absent, and — from the standpoint of our 
discussion — would tend to discourage 
particularly those lenders for whom liquidity 
is important from going into the mortgage 
market. 

The enormity of the catastrophy of the 
Great Depression has produced traumatic 
effects which are still with us. All debtors 
were very badly hit, but most of all mortgage 
debtors. To prevent the collapse from becom- 
ing bottomless, the Home Owners Loan 
Corporation (HOLC) was started, basically 
as a rescue measure. It served essentially to 
make frozen mortgages liquid by refinancing 
them with Government money. By 1936 the 
rescue operation was essentially successfully 
performed and a liquidation process of the 
HOLC started which came to a profitable end 
after the war. 

At the same time the longer range problem 
was tackled by the establishment of the Federal 
Heusing Administration (FHA), an insuring 
rather than a lending agency. FHA-insured 
mortgages had in addition to their regular 
mortgage rate an additional 1/2 of 1° insur- 
ance premium. With the FHA structural 
changes were initiated which began to come 
to fruition when the war interrupted them; 
but whose fruits can now be reaped. It must 
be stressed, however, that these changes took 
place in a larger context, in which federal 
budget deficits, easy money policies, new 
central banking powers and so on played 
their major role. This will be discussed in 


somewhat greater detail below, sections 6 
and 7. 

In the first place, the whole interest rate 
structure fell. By 1936, mortgage rates had es- 
sentially reached their lowest level of 4-4.14 °/, 
on balance outstanding. The nominal rate 
fell from about 66.5% to 4-4.5°%%. The 
effective rate fell much more, since loan-to- 
value ratios in the case of FHA insured homes 
rose to 80°/, and in some cases even to 90°, 
so that second and third mortgages became 
unneccessary and the lower rate applied to 
the now much larger first mortgage. 

Moreover, this mortgage was standarized 
through FHA rules, insured, amortized by 
small monthly payments and had increasing 
contract lengths, ranging, before the war, to 
about 22 years, and in special cases after the 
war, with supplemental Veterans’ Administra- 
tion (VA) guarantees to 30 years with no 
down payment or a 5° down payment. At 
the same time the Federal National Mortgage 
Association was established (FNMA) which 
stood by as a residual purchaser or seller of 
FHA guaranteed VA insured mortgages. 

It is difficult to exagerate the importance of 
these changes which have just been so soberly 
put on paper, and of some others which 
look even less spectacular and which will be 
mentioned presently. The Home Owners 
Loan Corporation (HOLC) in essence substi- 
tuted Government money directly for private 
money which had been frozen, and assisted in 
an orderly liquidation of the mortgage debt. 
It got its money from issuing Government 
guaranteed bonds which of course appeared 
in the Federal debt. HOLC was essentially 
a temporary and limited rescue operation of 
the home mortgage market. It is difficult to 
imagine what would have happened without it. 

The FHA itself does not give mortgages, 
but it insures mortgages which meet certain 
specifications. This means a standardization of 
mortgages which made mortgages negotiable 
instruments which could be bought and sold 
almost with the same ease as stocks or bonds. 
Moreover, FNMA saw to it that the secondary 
mortgage market worked. Hence mortgages 
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which, looked at individually, were given for 
up to 20 or 30 years, became in fact almost as 
liquid as 20 years government bonds, with a 
corresponding attractiveness of this type of 
investment to banks, life insurance companies 
and other financial intermediaries. Moreover, 
the regular amortization schedules set up 
return flows to the financial intermediaries. 
This meant that for an individual large holder 
of mortgages, even 20-30 year mortgages which 
he did not intend to sell on the secondary 
market, became quickly quite liquid assets. 
The obverse of this coin is, of course, that no 
investor can relax with the feeling that he 
has solved his investment problem with acquir- 
ing a batch of 20 year mortgages, since sche- 
duled repayments quickly build up to large 
liquid amounts. 

What does all this amount to as seen 
from the standpoint of the economy as a 
whole? Where once different parts of the 
money and capital markets were somewhat 
separate so that funds could not flow from 
different sectors freely into others, this mobi- 
lity of funds has greatly increased. Aside 
from the mentioned standardization of the 
mortgage instrument itself, a number of other 
legal changes have contributed to this. The 
Federal Home Loan Banking System has been 
created to which both Savings and Loan 
Association and life insurance companies can 
belong, though in fact the membership of 
life insurance companies is negligible. The 
FHLB System performs similar functions for 
thrift institutions which the Federal Reserve 
System performs for commercial banks. By 
assisting the interregional flow of mortgage 
money it has also substantially improved the 
working of that part of the capital. market. 
Thus what appears as mere « savings » institu- 
tions has to some extent been transformed 
into credit creating institutions. 

Other legal changes have equally worked 
in increasing the efficiency of the capital 
market through improving the flow of funds. 
For example, Mutual Savings Banks are tradi- 
tionally concentrated in the capital rich but 
older states of the Union. Yet, though the 


greatest economic activity went on in the 
newer parts of the country, they were restric- 
ted by law to mortgage investments within a 
limited radius of their domicile. A change in 
the law in about 1949 giving them greater 
latitude in their mortgage investments brought 
greater funds into that market. Similar chan- 
ges were made at that time also for life 
insurance companies and earlier for commer- 
cial banks who in the not too distant past 
would have been looked upon as rather 
« unsound » for making large investments in 
mortgages — and who would indeed have 
been quite unjustified in making such invest- 
ments as long as the institutional framework 
had not been appropriately changed by law. 

We are touching here at a change in the 
monetary system which goes closely to the 
heart of monetary policy. It can perhaps 
be made clearest by referring to the mone- 
tary policy of the Federal Reserve System 
during the period during which interest rates 
on government bonds were pegged. Because 
of the expansion of the Federal Debt, the 
various financial intermediaries had come to 
hold large amounts of Government Securities 
of varying maturities. After the war when 
mortgage lending became highly profitable 
and other private paper at profitable rates 
became once more available in large quantities, 
life insurance companies and other financial 
intermediaries sold off large amounts of 
Government bonds to shift into mortgage 
and other private investments. To the extent 
that these Government bonds were purchased 
by the Federal Reserve Banks or the commer- 
cial banking system, this led to a direct expan- 
sion of the money supply. Thus life insurance 
companies could generate flows of funds which 
were much greater than the savings flowing 
into them. They were in fact as credit creat- 
ing as commercial banks. 

The old textbook accounts in which there 
was a wicked government affecting the money 
supply by means of the printing press so 
eloquently described in Goethe’s Faust, while 
on the other hand there were « virtuous » 
thrift institutions who could only lend what 
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was saved and could therefore not affect the 
credit supply, has been a carricature of the 
real relations of the money and capital market 
for a long time. It is, of course, still axiomatic 
that only the banking system,. including the 
central bank, can create credit. But we are 
dealing with a closely interrelated set of 
markets for money and financial assets of 
various liquidities, the supply of which. is 
closely linked to bank credit and budget 
policy. This means that mortgage credit like 
any other credit can be now affected easily 
by money and fiscal policy. The corollary of 
this development is that policies affecting 
construction and their financial counterpart, 
mortgages, have to be considered from broad 
economic viewpoints of employment policy 
and price stabilization policy. 


5. - Mortgages and the Asset Preferences of 
Mortgage’ Lenders. 


Nothing illustrates better the improvement 
in the working of the capital market, and its 
increased homogenity — i.e. the increased 
fluidity among the various sectors of the 
capital market — than the emergence of com- 
mercial banks as major lenders on the mort- 
gage market. Tables III and IV show for 
selected years the relative importance of the 
major lender groups on the mortgage market 


Taste III 


PERCENTAGE DISTRIBUTION OF MORTGAGES 
ON 1-4 FAMILY PROPERTIES HELD BY MAJOR LENDER 
GROUPS, SELECTED YEARS 


[ Savings | Life In- | Mutual | Com- | Indiv. 
and Loan} surance | Savings [mercial] and | FNMA} 
Ass. Co’s Banks | Banks | others | 

















1930 32 92 | 12.2 11.6 | 34.5 — 





1940 22.5 10.5 12.5 13.6 | 29 sity 
1945 27.8 12.2 10.2 15.6 | 29.5 — | 


1950 29 18.1 9-7 21 | 18.8] 3 











1954p; 32 20.5 11.6 17.8 | 14.2 | 3.1 








p=preliminary data. Figures may not add up to 100% 
because of rounding. 


Tass IV 


PERCENTAGE DISTRIBUTION OF MORTGAGES 
ON MULTIFAMILY AND COMMERCIAL PROPERTIES 
HELD BY MAJOR LENDFR GROUPS, SELECTED YEARS 


Mutual | Com- | Indiv. 




















Life In- 
surance | Savings |mercial} and | FNMA 
Co’s Banks | Banks | others | 
9 | 
1930 12.8 Bid «$8 eT 
1940 21.2 | 12.8 | 38 _ 
1945 18.6 | 11.2 | 377 | — 
1950 18 =| «614.8 | 35 negl. 
1954p 21 | 14-2 | 32.5 | 0.3 
| 














p=preliminary data. Figures may not add up to 100% 
because of rounding. 


as measured by the amount of mortgages 
held. 

To interpret these figures, a few comments 
must first be made on the individual lenders 
and their asset preferences. Savings and Loan 
Associations are, of course, typically receivers 
of individual savings — see Table II above —, 
and their whole raison-d’étre consists in the 
giving of mortgages, essentially in 1-4 family 
properties. Their whole asset preference sche- 
mata are basically very simple: they invest in 
mortgages, government bonds or cash. Their 
nexus to the capital market is, essentially 
threefold: they receive deposits from indivi- 
duals. They can borrow from commercial 
banks or from the Federal Home Loan Bank- 
ing System, or they can acquire or sell govern- 
ment bonds on the open market. In their 
willingness to lend on mortgage account they 
have little choice because they have few alter- 
natives. In their lending activities they are 
therefore influenced primarily by the rate of 
savings of individuals and chiefly by the long 
term interest rates on the government bond 
market. All of these factors combine to explain 
why the Savings and Loan Associations have 
held their own on the mortgage market for 1-4 
family properties, and why they have made 
vigorous and successful attempts to enlarge 
their share on the mortgage market for 
multifamily and commercial properties, not 
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traditionally their field, and still not of major 
importance to them. 

The decline in the relative importance of 
Mutual Savings Banks has had a number of 
causes, but after the war the restriction on 
their investments which we have mentioned 
above, was the main drag. Its removal after 
1950 accounts for the increase in their share 
of the market. 

We may dispose of the group « individual 
and others » next. This group, which includes 
benevolent associations and other non-profit 
organisations such as colleges and universities 
(which being overwhelmingly privately endo- 
wed institutions in America must invest their 
endowment profitably and safely) has lost 
substantially in relative importance. This is 
simply one side of the medal, the other side 
of which is reflected by the increased life insu- 
rance and stock and bond holdings of indivi- 
duals, presented on Table II. « Individuals 
and others» have clearly preferred to go 
increasingly into debt to the financial institu- 
tions and at the same time to save increasingly 
through them (1). 

The emergence of commercial banks as a 


major mortgage creditor would be unthinka- | 


ble without the creation of the standardized 
FHA guaranteed or VA insured mortgage, or 
without FNMA, which as Table III shows 
has played an important marginal role. For 
it is FNMA as the residual purchaser of 
mortgages which gives them that final touch 
of liquidity required by bank investors. The 
commercial banks are of course the main 
suppliers of our money, and they are traditio- 
nally « short » lenders. Yet their asset prefe- 
rence structure is rather complicated. Without 
for a moment doubting their need for liquidity 
they can yet chose between investments of 
different maturities. Subject to prudent diver- 
sification of their portfolios, they can chose 


(1) It is obvious, however, that mortgages granted by indi- 
viduals to other individuals would not show in Table II, since 
both debtor and creditor would be within the same sector, and 
hence the transaction would wash out. Only if individuals were 
lending on mortgage account to institutions outside the « indi- 
vidual and other sector » would the figures in Table II be 
affected. 


between commercial bills, government securi- 
ties from the short Treasury note to long term 
bonds, stocks and bonds or corporations and 
mortgages. Mortgages, it will be recalled, not 
only have a market which is only slightly 
less efficient than the stock market, but being 
regularly amortized, they generate a constant 
return flow of money which with proper 
maturity distribution makes mortgages in fact 
quite liquid investments for large lenders. 

Given these facts, the investments of banks 
would be very much influenced, as also those 
of life insurance companies to a somewhat 
smaller degree, by the interest rate structure. 
Since the commercial banks form the very core 
of the monetary system, they are particularly 
sensitive to changes in the discount rate and 
the other traditional means of monetary policy. 
Why should a commercial bank in 1920, 
say, lend very much on mortgage account 
even when this was legally permisible, if 
mortgage interest on a 3 year mortgage 
ranged between 6 and 6.2% while the bank 
could get on a 3 months customer’s loan 
6.68%? (2). Or when partially tax exempt 
governments yielded 5.8%, and AAA corpo- 
rate bonds over 6°%? 

Even in 1930 mortgage rates of 6.1-6.2% 
compared with commercial loan rates of 
4-85°%. By 1935 the mortgage rate had drop- 
ped only by 0.6% to 5.6% while the com- 
mercial loan rate had dropped almost 2° 
to 2.93%. By 1945 the spread between the 
long and the short rate had widened to 4.4% 
for mortgage interest and 2.2°/ on short term 
business paper. By 1954 the short term rate 
had hardened again to about 3.6°%/ and, as 
Table III indicates, the bank liquidated some 
of their mortgage holdings in favor of other 
investments. 

Thus the changes in the capital market 
have, as far as the banking system is 
concerned, introduced a new flexibility and a 


(2) Figures for mortgage rates from sample in possession of 
National Bureau of Economic Research; customers’ loans (old 
series) in Federal Reserve Board, Banking and Monetary Stati- 
stics, p. 463. Bond yields ibid. 
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sensitiveness to monetary and fiscal policies 
which is, if not new, certainly much greater 
than before the war. The commercial banks, 
being at the center of the market for funds, 
are most sensitive to changes in short interest 
rates. In their case more than in that of any 
other mortgage lender, will a change in short 
rates affect the distribution of their asset and 
spill over as it were to the longer markets 
including the mortgage market. And this 
will not only be true for interest rate policy 
narrowly defined. Open market policy in 
government bonds of various maturities will 
quickly (3) affect mortgage lending, and so 
will the Treasury’s debt policy. Moreover, 
the relationship works both ways: An increa- 
sed demand emanating from the mortgage 
market will quickly spill into the banks and 
into other sectors of the economy. 

All of this is theoretically new only to 
those economists who thought they could 
make a clear conceptual distinction between 
the capital market (on which supposedly 
« savings » were transacted) and the money 
market. Whatever the merit of this view was 
some time ago — and it probably had never 
much to say for it — the institutional changes 
which have occurred in the American economy 
since the Great Depression have made it com- 
pletely unrealistic. But whatever the theore- 
tical points to be made are, it is certain that 
the actual interrelation of the market for 
investments of varying maturity and liquidity 
has become substantially more perfect than it 
used to be. We shall return to this point in 
the next section when we shall discuss the 
interrelation between the mortgage debt and 
the supply of money and attempt to draw 
some conclusions as to the effectiveness of 
various policies which can affect the demand 
and supply of mortgage credit. 

But first, what of the asset preferences of 
life insurance companies? The growth of life 
insurance companies has been truly phenome- 
nal: Total assets of life insurance companies 


(3) It is, of course, realized that there is always some lag 
while previous commitments are worked off. 


in 1938 were $ 18.880 billion. By 1940 they 
had increased to $ 30.802 billion. In 1945 they 
were $ 44.797 billion and by November 1955, 
the last available figure, they had increased 
to $ 89.491 billion. The pressure to invest 
is tremendous. Here too the essential asset 
choices are between Government bonds, corpo- 
rate securities and mortgages and direct invest- 
ments. Only short term paper is of minor 
importance. Here too a great sensitivity to 
movements in the interest rate structure must 
be expected. A comparison of the relevant 
yields on alternative investments with the 
growth of the importance of life insurance 
companies in the 1-4 family mortgage market 
is revealing. 

Taste V 
MORTGAGE RATES OF LIFE INSURANCE COMPANIES 

AND THEIR SHARE IN THE MORTGAGE MARKET 


AS MEASURED BY HOLDINGS OF MORTGAGES 
ON 1-4 FAMILY PROPERTIES 
































| | Share of 
Life Insu- AAA | Yields Life Insu- Share of 
rance rates | s, | tance Co’s | Mortgages 
ond in the 
1-4 fam. Govern-| holding of | in Life Ins. 
5 yields oo | 
properties | | ment 1-4 family Assets 
mortgages 
1930 6 % 4:55 |3-3(1)| 9.2% | 29.2% 
1940 |4.6 % 2.84 |2.7(1)| 10.5% 16.4 % 
1945 (4-4 % 2.62 }2.3 | 12.2% | 13.1% 
1954 |4.5-5%(2)| 2.90 | 2.53 | 205% | 28 % | 
} 


(1) Partially tax exempt. 
(2) Estimated. 


It must, however, not be supposed that 
because the Life Insurance Companies do not 
normally invest in short term assets (4) their 
nexus with the money market is not intimate. 
In fact their large holdings of Government 
bonds makes them directly subject to monetary 
and fiscal control and — particularly in times 
of pegging of the interest rate structure — 
gives them unexpected powers of credit crea- 


(4) There are exceptions such as loans to insured on their 
insurance, postponed premium payments, or Government Tre- 
asury bills etc. accumulated against tax liabilities; but they are 
quantitativily unimportant. 


Qe 
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tion; powers linked closely with their belief 
in the stability of the interest rate structure 
(and of the economy in general). 


6. - Mortgages, the Money Supply, and Economic 
Policy. 


The greater homogeneity of the capital 
market has undoubtedly for better or for 
worse added new dimensions to economic 
policy, so much so that the usual discussion 
which gives within economic policy a logical 
priority to monetary policy, and within mone- 
tary policy to the discount rate, appears as a 
gross over-simplification — unless it is, of 
course, meant as a kind of short hand expres- 
sion for the whole range of monetary and 
other economic policies. 

In most general terms the aim of economic 
policy in a free market economy consists in 
establishing conditions of high employment 
and continuous growth, preferably at stable 
prices. The inflation problem appears as an 
excess of demand over what can be produced 
in the economy. Viewed from a « real » 
standpoint, resources should not remain un- 


STRUCTURE OF THE AMERICAN INTERNAL DEBT, SELECTED YEARS 











necessarily idle for long and should produce 
goods demanded by the people. The excess 
demand can come from all kinds of sources; 
it is partly a matter of analytical convenience 
and partly a question of facts whether it is 
described in terms of «investment being 
bigger than savings », or « the money supply 
is too big» or «consumers do not save 
enough ». 

The approach through asset preferences can 
be seen to have several distinct advantages: 
it enables us to focus on sectors of the eco- 
nomy: it enables us to introduce institutional 
and historical changes into a theoretical fra- 
mework; and it helps one to see monetary 
and other economic policies in a consistent 
framework. 

There is little question that after the war 
a considerable inflationary pressure emanated 
from construction and its financial counterpart, 
mortgages. We have already described how 
deferred demand, population growth and a 
reduction in the cost of acquiring a house 
(through lowering interest rates, giving higher 
loan-to-value ratios and lengthening the period 
of repayment all of which combined to bring 


Taste VI (a) 





in billion $ 

Net total | : of which of which of which Total 
Year | Public and | Total Public — Total Private total nonfarm | other non- | . bre , 
Private Federal corporate | mortgages | farm debt | individua 

1930 Ig1.0 | 30.6 16.5 160.4 89.3 32.0 27.3 71.1 

1940 189.9 61.3 44-8 128.6 75-6 26.0 17-9 53-0 

1945 406.3 266.4 | 2527 139-9 85.3 27.0 | 20.4 54-6 

| 1946 397-4 243-3 229.7 154-1 93-5 324 | 205 | 60.6 

1950 499-7 | 2394 . 218.7 251.3 142.1 59-3 | 376 | 109.2 

| 1954 | 605-5 263.6 230.2 341.9 176.6 94-5 53-2 | 165.3 











Source: United States Department of Commerce, Survey of Current Business, May 1955. 


(a) All figures refer to the end of the year. 


The year 1946 has been included because the rapid reduction of the Federal debt in 1946 (and also the increase during 1945 
which is not shown) were largely on paper. A last war loan in 1945 raised the debt and the cash balance of the Federal Govern- 
ment. The reduction of 1946 was largely due to the repayment of the last loan and of unused balances. The reduction thereafter 


was genuine and out of taxation. 


The reader familiar with the American Federal debt picture may be surprised by the low figure of $ 230.2 billion for 1954. 
In essence the met debt is the debt held outside the Government, while the gross debt includes also the socalled duplicating debt, 
of which the largest item are Government bonds held by Government Trust funds. The latter amounted by the end of 1954 to 
$ 49.6 billion. The gross debt was by the end of 1954 §$ 278.8 billion. 








the monthly charge of buying a house well 
below the monthly rental) led to a persistent 
demand for housing and mortgage money. 
To understand, however, what happened as 
a result in the monetary system.as a whole, 
ie. in the economy, one has to see the mort- 
gage debt in the internal debt structure of the 
United States. (The United States is a net 
international creditor at present, both in the 
stock (asset) and the flow (income) sense). 
Table VI gives the data for selected years. 

The figures show, that between 1930 and 
1940, there was essentially a substitution of 
the Federal Debt for all other debts, with the 
total internal indebtedness being somewhat 
smaller in 1940 than in 1930. The wording 
« Substitution » is not a metaphor but is to 
be taken quite literally; in a complicated 
economy such as the American one, the money 
supply is closely linked with the internal 
debt. Private debt increases make repayment 
of Federal debts as much possible as vice versa. 

Two other factors are worth noting: first, 
the liquidation of the mortgage debt was kept 
in check. We already noted the success of the 
HOLLC rescue operation. Secondly, inspite of 
the New Deal, the Federal Debt even at the 
end of 1940 was only about 23,5°/, of the total 
internal debt. By 1945, all debt components 
increased, but least of all the mortgage debt, 
and by far the most the Federal debt which, 
as a result of the war was now about 65°/ 
of the internal debt. 

Between 1945 and 1950 the process is 
reversed, and private debt is again substituted 
for Federal Debt. But again we should note a 
few things which are relevant. The first is, 
that the Federal Debt not only declined relati- 
vely to the total debt, but that it declined abso- 
lutely. The second is that in spite of quite 
genuine debt repayments and budget surplusses 
after 1946 the period was one of vigorous 
expansion at rising prices. The third is that 
the mortgage debt increased more vigorously 
than other consumer debt, though it had fallen 
by less in the preceding period. 

From the depression low on the whole 
period of the 1930’s was one in which the 





32 Banca Nazionale del Lavoro 


money supply in the hands of the public 
(defined as adjusted demand deposits, time 
deposits and currency outside banks) increased 
vigorously and by about the amount as the 
total budget deficit. Nevertheless, it would 
be wrong to make the deficit responsible for 
the whole increase in the money supply. For, 
about half of the budget deficit was financed 
by bonds purchased by the non-bank public 
and by Government Trust funds, and had thus 
no direct effect on the money supply. The 
other half (roughly) of the increase in the 
money supply is accounted for by the gold 
inflow. Private loans played a very subordi- 
nate role. 

During the war the dominant influence on 
the money supply was, of course, the Federal 
Budget deficit. Yet this increase in the debt 
had different causes and effects than similar 
increases had in European war economies. The 
American economy experienced an enormous 
expansion of private producing capacities 
which were financed with Government money. 
With a slightly different policy all of this 
financing could have been done through bank 
credits to private firms. A substantial part, 
though not all of the imcrease in the 
Federal Debt could thus have been replaced 
by a corresponding imcrease in the private 
debt. Yet with all this debt increase it is 
noteworthy that, though the accumulated de- 
ficit from 1941 through 1945 was about 151 
billion dollars, the increase in the money 
supply was only $ 54 billion. Of the remain- 
der the non-financial public acquired $ 60.8 
billion worth of Government securities during 
the war. 

The combination of large holdings of 
Government bonds in the hands of the non- 
financial public with the pegging of the 
interest rate structure which was quite rigid 
until 1950 (and which in one form or another 
will of course always exist as long as the 
central bank has some control over the money 
and capital market) played a major if not 
decisive role in the postwar period. The point 
to be made is not so much that with rigid 
pegging it was up to the life insurance com- 
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panies how many Government bonds they 
wanted to monetize at a fixed price; this 
particular period ended with the famed accord 
between the Treasury and the Federal Re- 
serve System of 1951. The important point 
seems to me to be the greater subtlety which 
has been introduced into economic policy by 
the fact that the Federal Reserve System can 
in effect through its open market operations 
affect the reserves of financial intermediaries 
such as life insurance companies, and has thus 
a much more direct influence on their invest- 
ment policies than ever before. 

From the end of 1946 through the end of 
1950 the total supply of money in the hands 
of the public (as defined above) rose by over 
$ 12 billion. Mortgages held by the banking 
sector increased by about $ 9.9 billion, while 
all mortgages held by financial institutions 
increased by $ 24 billion. Now one interest- 
ing feature of this period is that there was a 
genuine reduction of the Federal Debt out of 
taxation. Even so, the economy was so liquid 
and the reserves were so large that the com- 
mercial banks increased their loans and invest- 
ments including mortgage loans (but exclusive 
of investments in US Governments) by almost 
$ 30 billion. Now the point is that the 
insurance companies increased their assets 
during this period by $ 15.8 billion, selling 
at the same time $ 7.2 billion worth of 
Government bonds in order to have more 
money available for other and presumably 
more profitable investments. It is of course 
not possible to say that they pumped $ 7.2 
billion more money into the economy than 
they received in savings. While literally true, 
the effect of their Government bond ales 
is different depending on how much they sold 
to the non-financial public, and how much 
was bought by the banking system. But we 
can be sure that there was one source of the 
inflationary pressure of the period. 

Something very similar happened with the 
balance sheets of Savings and Loan Associa- 
tions. They received $ 6.2 billion in savings 
money, but invested in new mortgages $ 6.5 
billion, the difference being made up by sales 


3 


of Government Bonds to the open market and 
borrowings from the Federal Home Loan 
Banking System. 

No one, we can be sure, did not spend 
money during this period because he could not 
get a loan. I have made some very rough 
calculations (which are not reproduced here) 
indicating that about $ 7 billion out of the 
increase in the money supply of $ 12.2 billion 
may be attributed to mortgages, the rest to 
other loans and investment. But it is impor- 
tant to mote that the budget was actually a 
deflationary force during this period, that 
any U.S. bonds sold by the life insurance . 
companies etc. were on balance not purchased 
by the banking system, but by other non- 
financial investors or Government Trust funds; 
that in short the inflationary pressures were 
basically financed by the credits of the com- 
mercial banking system given to the private 
sector of the economy. 

With 1950 a new period of budget deficits 
started, due to the outbreak of the Korean war 
and the cold war, a period of deficits which 
is likely to come to an end only during the 
current fiscal year. The calendar years 1951 
to 1954 inclusive saw deficits of about $ 22 
billion but only $ 11.5 billion of the bonds 
issued to finance it were bought by the com- 
mercial banking system and the Federal Re- 
serve Banks, i.e. only slightly over half was 
clearly inflationary. Yet the money supply in 
the hands of the public increased by about 
$ 32.8 billion. The center of the stage was 
held by the lending operations of the com- 
mercial banks: $ 4.7 billion of the $ 25.4 
billion increase in their net loans were mort- 
gage loans. Once more the experience of the 
earlier postwar period is repeated also for the 
other lenders: Life Insurance Companies inves- 
ted additional $ 9.1 billion in mortgages and 
an additional $ 12.5 billion in other securities 
except Governments. Yet they received only 
$ 16 billion of savings capital. They sold 
$ 4.4 billion of Governments, an amount 
which corresponds to what either the Federal 
Reserve System or the commercial banks 
purchased. One is tempted, and considering 
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everything, probably justified, to say that 
therefore about a quarter of the increase in 
the assets of life insurance companies was 
inflationary (5). This, one should add, in a 
period in which monetary policy had recove- 
red its flexibility. 


7. - Economic Policy and the Control of Con- 
struction. 


We have stressed several times the com- 
plexity of economic policy of which monetary 
policy is a central part. It would go beyond 
the confines ot this brief account to discuss 
the interrelation of the various parts which 
make up economic policy in a free market 
economy. But it should be stressed that the 
chief aim of this policy is to create the condi- 
tions of an expanding economy with a high 
level of employment and without inflation, 
and with a (politically determined) desirable 
distribution of tax and other burdens. 

At least in a country such as the United 
States in which the balance of payments pre- 
sents no problem, in which the competitive 
spirit is well developed and guarded over by 
anti-trust and similar legislations as well as 
by technological change, and in which produc- 
tivity of labor is high and rising rapidly, the 
center of such a policy is directed towards 
influencing the demands by consumers, busi- 
nesses and the government so that overall and 
by sectors no excesses of shorfalls arise. 


. 


(5) This statement raises a number of methodological que- 
stions which it is impossible to discuss adequately in the context 
of the present paper. The following remarks must suffice. 
First, how is it possible to make statements about the economy 
as a whole which are based on what happens in one sector 
alone? This obviously cannot be done. For this reason, a 
detailed discussion (which actually underlies the statements 
made here) would have to consider the balance sheet changes 
of all institutions in the capital market simultaneously. Se- 
condly, however, when this is done additional implied assump- 
tions have to be made. In order to make the statement in the 
text to which this footnote is appended correct it must be 
assumed that the purchase of Government securities by com- 
mercial banks have not induced them to make fewer loans 
in other sectors. The proposition in the main body of the 
text is therefore not simply a balance sheet identity. The im- 
plied statement that banks bought the Governments without 
reducing their other loans is derived, not merely from an inspec- 
tion of balance sheet changes, but a knowledge of the economic 
history of the period. 


This sentence is, of course, more program- 
matic in nature than a detailed operative sta- 
tement. As far as mortgage credit is concer- 
ned, we can follow it up in some detail. 
Changing discount rates — the classic means 
of monetary policy — will directly affect 
asset preferences of commercial banks and 
indirectly also of all other lenders. It is apt 
to influence the availability of mortgage 
credit by making it more or less profitable 
compared to alternative outlets, and it is apt 
to influence in particular not so much the 
rate of interest on mortgage loans but some 
other dimension of credit as the length for 
which a mortgage loan will be given, or the 
loan-to-value ratio. 

Now it should not be overlooked, as it 
frequently is, that though the aim of raising 
the discount rate is to cut down the demand 
for credit, and the supply of credit by making 
it more expensive, this « more expensive » 
need not mean just a higher interest payment. 
What matters to a mortgage borrower is how 
much he has to pay per month and how much 
cash he has to pay down. The monthly pay- 
ment which consists of an interest charge, an 
amortization payment and tax payment, can 
be varied chiefly by changing its amortization 
payment component and the required down 
payment since the interest rate is already low. 
And even if the income of the borrower per- 
mits considerable monthly payments, he may 
not have sufficient cash on hand if the loan-to- 
value ratio is low. For these reasons mortgage 
credit is much more easily affected by chang- 
ing the last two dimensions of credit than by 
altering the mortgage rate itself. 

In this context the creation of a thirty 
year mortgage for veterans with no down 
payment required is a step of the greatest 
significance. It is also startling to discover 
that this radical step was introduced by the 
present conservative government. Social aspect 
aside, the chief significance of this innovation 
is to permit the small fellow to go into debt, 
or, to put it differently, for the small fellow 
to acquire assets in almost a painless way. For 
the little man, the crucial limitation on his 
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house purchase is the amount of cash he has 
to pay down. The variation on the theme of 
down payments can now be playd with consi- 
derable subtlety on a large body of mortgages. 
I shall return to these aspects of this radical 
innovation below. 

The raising of the discount rate will auto- 
matically affect the other credit conditions 
somewhat. In the historic situation of the 
war and postwar years, medium long loans 
have become more attractive with higher 
short rates than very long loans. This was 
due to the fact that when the interest rate 
structure was frozen the spread between short 
and long rate was quite big. With the unpeg- 
ging the interest rate structure became more 
normal and the spread between the short 
and long rates narrowed. Nevertheless, the 
other dimensions of credit add also other 
dimension to monetary policy. Thus Regula- 
tion X, permitting the Federal Reserve Board 
to control mortgage credit more directly cor- 
responded to similar legislation with respect 
to other consumer credits. Even though at 
the margin some evasion is always possible, 
it is nevertheless true that under modern 
circumstances loans on mortgages, and consu- 
mer purchases can be much more effectivily 
affected by regulations concerning downpay- 
ments and length of contract than by varia- 
tions in the interest cost of credit. Not to 
consider this part of monetary policy is simply 
blinding oneself to important economic de- 
velopments. Regulation X was applied in 
1950 after the outbreak of the Korean war. 
Because of previous lending commitments it 
became effective in March 1951, with the 
result that housing starts fell from 1.4 million 
units in 1950 to 1.1 million unites in 1951. 
But by 1952, Regulation X was suspended, 
and mortgage credit eased and expanded. In 
1953 mortgage credit tightened again but as 
it became apparent that there would be a 
recession the Federal Reserve reversed itself, 
and mortgage credit expanded rapidly as 
« down payments and maturity terms (became) 
exceptionally attractive to borrowers in 1954 », 


as the Annual Report of the Federal Reserve 
System for 1954 put it (p. 2/3). 

As with all things one must not try to 
prove too much. No one will deny that 
monetary policy in the classical sense worked. 
Yet there were other things too. In the present 
context it is of interest to note that the socal- 
led 100% loans for veterans were suspended 
for a while and down payments of 5°%/,-7.5°% 
of the value of the house demanded, which 
helped to restrict credit. At the same time 
it should be noted that there are also other 
legislations in the American economy which 
favor the home owner and permit some 
control over the rate of construction. For 
reasons of social policy, home owners have 
always been favored in the American income 
tax legislation: in computing their taxes they 
may deduct mortgage interest from their 
incomes, but do not have to report as income 
imputed rents. Since the war home owners 
received another special treatment with re- 
spect to capital gains. A home owner sel- 
ling his house at a paper profit but reinvesting 
in another house at the inflated value within 
a specified time reports but is not taxed on 
this capital gain, a treatment quite different 
from that given to other capital gains which 
may be just as much on « paper » only. 

Many other examples could be given which 
illustrate the flexibility of the control of mort- 
gage credit. It is, for example, influenced by 
commitments of the Federal National Mort- 
gage Association to stand by to purchase FHA 
insured mortgages on the secondary mortgage 
market, and so forth. 

What has in fact happened can be described 
as follows: it is generally realized that a 
free market economy at least of an American 
type has within wide limits the means of 
controlling its own economic fate by influenc- 
ing the total effective demand. Investment 
decisions by entrepreneurs control one part, 
fiscal policy another part of all spending 
decisions. But the largest part is controlled 
by consumers making decisions on their expen- 
ditures. Their decisions as to house purchases 
are related in nature to investment decisions 
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by entrepreneurs, even though they are 
made by consumers: they are not routine 
decisions, they are postponable, and they are 
only partially related to past and present in- 
come. This is, of course, true. for consumers’ 
decisions on expenditures on durable goods in 
general, expenditures which in the United 
States are typically financed on credit. 

A cynic has remarked that the modern 
American home owner has become the janitor 
of the life insurance company. Behind this 
clever remark is hidden a very significant 
change on the market for housing space. 
Where most homes are rented, the housing 
expenditure is in the first instance made by 
the owner who through renting must recu- 
perate his capital, who therefore must calcu- 
late closely. The mere renter can if necessary 
give up his apartment rather easily, move to 
a cheaper one or double up with someone 
else. The risk of capital loss in this case is 
entirely on the relatively few home owners, 
not the renters. 

When owner occupied houses become the 
rule, as in America, the risk of capital loss 
is shifted to the now very numerous purchasers. 
But at the same time home ownership will be 
an economic proposition as long as it is cheaper 
to buy than to rent, and as long as there is a 
market for old houses, as well as for new ones. 
The latter is given on the one hand through 
a rapidly expanding population which is at 
the same time also highly mobile, so that for 
people moving out of a locality others are 
moving in. The former is largely controlled 
by a comparison of the cost of building and of 
obtaining credit with possible rentals. It is 
no accident that most homes built recently 
were owner occupied houses and that apart- 
ment houses are in America essentially a 
matter of the few large cities, particularly on 
the two coasts. 

In fact, the low downpayment and the 
amortized mortgage have meant that people 
have in fact continued to rent their homes, 
though in Jaw the title to the house belongs 
to the de facto renter. It has meant, secondly, 
that through repayment of mortgages people 


have accumulated savings, against which they 
themselves can borrow again. Since they have 
to live somewhere, and since it Aas been in 
fact cheaper to buy than to rent, the dangers 
of default for any reason except loss of income 
are very small — and this is different from a 
rented house, where an apartment can be 
given up easily when income falls a little. 
Experience has shown that people will go to 
great length to keep their home — and this 
too explains the popularity of mortgages on 
small houses with life insurance companies. 

Thus the creation of the fully amortized 
FHA guaranteed mortgage, of a secondary 
mortgage market and of the facts we have 
discussed above has made it possible for eco- 
nomic policy in general and monetary policy 
in particular to influence the level of construc- 
tion to a degree not even dreamed of before. 

When during 1955 there appeared to be 
dangers of housing surpluses and inflationary 
pressures mounted, lengths of contract on VA 
insured loans were reduced from 30 to 25 
years, and downpayments increased from zero 
to 5-7.5%- For, as the Economic Report of 
the President states: « All these steps were 
part of a general and concerted credit policy. 
Housing loans insured or guaranteed by the 
Federal Government now represent over two- 
fifth of the entire home mortgage debt. For 
this reason, if for no other, the Government 
has a direct responsibility in helping to main- 
tain a sound housing and mortgage market. 
It has a corresponding duty to use its own 
programs wisely, so as to promote stable 
economic growth as well as progress towards 
better housing » (6). 

At the same time, there is a substantial 
stability in the mortgage market because the 
repayments are scheduled and the debt amor- 
tized over a long period. It has recently been 
fashionable to discuss whether consumer cre- 
dit is excessive or not. Whatever the answer 
given to this question, it is certain that mort- 
gage credit as set up at present cannot be the 
sudden deflationary force, as it was during the 


(6) Economic Report of the President, January 1956, p. 40. 





| 
i} 
| 
| 
| 


I 


Mortgage Finance and Construction in the American Economy since the End of the War 37 


Great Depression particularly on the farm 
mortgage market. The mere fact that the 
problem of renewing short term credits will 
not arise (as it did with the mortgages of the 
late twenties and early thirties) will also make 
modifications easier, and introduces conside- 
rable stability into this important sector of the 
internal debt. 


8. - Social Implications of Economic Policy. 


It is a matter for future historians to decide 
in how far the economic effects of the insti- 
tutional changes of the 1930’s were foreseen 
and in how far they just happened. The 
question, however, suggests itself to what an 
extent the Government could affect the supply 
of housing without this really costing anyone 
anything. We have mentioned already the 
special favorable treatment which home ow- 
ners in general get from the income tax and 
capital gains tax legislation, and which vete- 
rans get with respect to 100°/ mortgages. 
An analyst may be permitted to pause for a 
moment and ask why should it be cheaper to 
buy than to rent? What are the social effects 
of the easy mortgage credit? While final 
answers can be given only by history, a few 
tentative answers may be given now. 

In comparing the cost of renting with the 
cost of buying the problem would have to be 
posed as follows: why should it be cheaper 
to borrow $ 10000 to buy a house than to 
borrow the same amount, invest it elsewhere 
and use the proceeds to rent? The answer is, 
of course, that other things being equal and 
in equilibrium, people should be indifferent to 
what they do. But in the present context it is 
of particular interest to note that other things 
are not equal, even aside from tax treatments 
already mentioned. First, home ownership 
should be nominally cheaper than renting even 
in equilibrium simply to make up for reduced 
liquidity and mobility in order that the effec- 
tive price be the same. But much more impor- 
tant is that the little fellow cannot make the 
experiment: he simply cannot borrow $ 10000 
on the same terms for any other purpose 
except buying a house. 


Two major social changes have been intro- 
duced by the thirty year mortgage aside from 
the ones we have already mentioned through- 
out this paper. A little man — and most 
people are little fellows even in the fabulous 
land of unlimited opportunity — gets a vir- 
tually painless way of accumulating an equity 
in his house, i.e. of savings. This obviously 
works with no cost to anyone as long as the 
level of employment and output remains high 
and therefore the Government is not called 
upon to make good on its insurance. But as 
we have repeatedly pointed out, this kind of 
mortgage finance itself permits a great deal 
of control of effective demand in the economy 
as a whole. The preferential tax treatment is, 
of course, a different matter. 

Secondly — and this is said with conside- 
rably mixed feelings — the time honored 
relations between creditors and debtors in 
particular with respect to their interest in 
preventing inflation have changed very much 
in favor of debtors. In some respect it is 
true that almost all groups in the economy 
have now an interest in the debtor side of 
the picture. True, individuals have not only 
mortgages and other debts but also life insu- 
rances which will deteriorate with inflation. 
But the very least that has happened is that 
all groups in the economy have developed at 
least a strong and conscious interest in main- 
taining high and expanding levels of employ- 
ment. 

A final word of warning. The success of 
the change in the mortgage market depends 
not only on them being seen in context of 
general economis policies. They depend also 
on the great and rising productivity of the 
United States. Undoubtedly, other countries 
can learn something from studying the chan- 
ges in the American economy. But it would 
be a tragedy if the success of the American 
policy appropriate to a country in which most 
everybody is intimately familiar with banks 
and other forms of credit led other countries 
to adopt them, lock, stock and barrel to situa- 
tions in which they could produce only 


inflation. 
Wotrcanc F. STo.per 











Further Considerations on the Determinants 


of the Volume of Bank Deposits 


. 


1. — Professor E. Schneider, in his arti- 
cle on The Determinants of the Commercial 
Banks’ Credit Potential in a Mixed Money 
System (1), has reopened from first principles 
the problem of the factors which determine 
the volume of bank deposits. In doing so he 
has taken a long step forward towards the 
reconciliation between the different views that 
still exist on certain aspects of the problem. 
No less significant is the contribution made by 
Professor R.S. Sayers by his paper on The 
Determination of the Volume of Bank De- 
posits: England 1955-56 (2). In this paper 
he has aligned himself with Professor Schnei- 
der, riferring expressly to some of my writ- 
ings on the subject, and in particular to my 
study on Money Supply and Interest Rate in 
Recent Macro-Economic Conceptions (3). 

The articles of both Schneider and Sayers 
confirm that it is necessary to distinguish 
between : 


(a) what may be the « virtual » weight 
of the various elements which come into play 
in the process of deposit formation according 
to the different circumstances that may be 
assumed; 


(b) what may be the «real» weight 
which those elements will have in the circum- 
stances that do occur in actual situation in 
given countries and at specified times. 


From the point of view of (a) both Schnei- 
der and Sayers admit that the volume of bank 


{1) Quarterly Review of the Banca Nazionale del Lavoro, 
No. 34, September, 1955. 

(2) Quarterly Review of the Banca Nazionale del Lavoro, 
No. 35, December, 1955. 

(3) Quarterly Review of the Banca Nazionale del Lavoro, 
No. 30, September, 1954. 


deposits is not determined solely by the mone- 
tary authorities and by the banks, inasmuch 
as it also depends on the public as creditor of 
the banks. Thus they admit that no general 
validity can be assigned to the « Keynes’ argu- 
ment » which I questioned, and according to 
which, as the argument was originally formu- 
lated by Robertson: 


« The public as a whole cannot directly 
determine the size of the aggregate of bank 
deposits, which lie mainly at all events within 
the discretion of the banks » (4). 


This is recognised by Schneider when he 
remarks, in his section 5, that the formula 
which he has adopted for linking the volume 
of deposits to the factors that determine it is 
identical with mine. That is to say that for 
Schneider too the public’s behaviour, regarded 
by him as its « payment habits », constitutes 
(see his section 8) one of the « factors deter- 
mining the credit potential and also the 
absolute magnitude of the corresponding 
volume of deposits ». 

And it is recognised by Sayers when he 
states that, according to the habits of the 
public : 

«... substantial variation in the total of 
bank deposits can occur independently of any 
initiative on the part of the banks » (section II). 

Thus such difference of views as still 
remains relates only to point (b). To come 
down from abstract consideration of virtual 
movements in deposits to realistic study of 
their actual movements, there has been an 
attempt to establish that in reality the effect 


(4) Banking Policy and the Price Level, 1926, pp. 52-53- 
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of the public’s behaviour is in general almost 
irrelevant, and that in any case it can be 
counterbalanced by appropriate credit policy 
on the part of the monetary authorities. 
Schneider tried to show this when he 
brought out the fact (in his section 11) that 
the public’s behaviour, as revelated by the 
relation between the notes and coins in circu- 
lation on the one hand and sight deposits 
on the other, did not appreciably change in 
Germany between 1949 and 1954. And he 
went on to assert (in section 12) that « every 
variation which affects the credit potential in 
a direction not desired by the Central Bank 
can be offset by the Central Bank » through 
use of present-day instruments of credit policy. 
A similar conclusion was reached by 
Sayers; he was dealing with the special condi- 
tions that prevailed in England and Wales in 
1955 and 1956, and the position which he 
takes is less rigid than that taken by Schneider. 
Sayers indeed admits (in IV and VI) that in 
present circumstances even in England the 
public may influence (he says in fact «choose», 
but not « determine ») the volume of bank 
deposits. This is because according to him 
the process of deposit creation is now no 
longer limited, as it used to be, by the « cash 
ratio » or cover in « bank notes » (5), but is 
limited by the « liquid assets ratio », whose 
level is affected by the behaviour of the public 
as buyer or seller of securities according to 
the rate of interest imposed by. the Central 
Bank. Sayers also admits (in II) that the 
public’s behaviour in the choice between 
deposits and bank notes has varied even in 
England during the last few years, now in 
one direction and now in another, owing to 
the effect of numerous incidental circumstan- 
ces. But, he says, these variations in the 
public’s behaviour had no appreciable influence 
on the volume of deposits because the Bank 
of England managed to neutralise them, giv- 
ing the banks through the money market an 
adequate supply of cash for cover purposes. 
All things considered, therefore, he thinks 
that even though there may be ground for 


taking account of the public’s influence on 
the volume of bank deposits in the light of 
recent monetary movements in Italy and other 
countries, to do so would amount to an 
« unimportant nicety » in the case of England. 
Although this conclusion is expressly related 
to present conditions in England, it appears 
to be regarded as applicable also to past 
conditions there, and indeed as justifying the 
very slight importance hitherto attributed by 
British economists to the influence which the 
public, as creditor of the banking system, 
exerts on the volume of deposits. Thus after 
all Sayers’ position would seem to agree with 
Schneider’s; and Sayers would appear to agree 
with Schneider in assuming that in fact the 
influence of the public can be counterbalanced 
and neutralised by the Central Bank. 

But the question now is whether this power 
of offsetting or « neutralisation» , held by 
the Central Bank, can be exercised nearly 
without limit, and in any event so as in general 
effectively to counterbalance the public’s in- 
fluence on the volume of deposits. That is 
the question to which I shall try to give an 
answer in this article. 


2. — There would seem to be no need 
for me to repeat that, since the gold standard 
is now out of action, Central Banks can 
supply the other banks directly or through 
the money market with so much money that, 
as Sayers writes in section IV, « shortage of 
cash ceases to have any power directly to 
influence the state of credit». That can be 
said not only of England, but also of any 
other country having a Western-type banking 
structure. Whatever may be the habits which 
have come to prevail in the various countries 
as to use of the « old » or « new » instruments 
of monetary policy, the Central Bank can 
always expand the « bank note » circulation; 
thereby it can increase the banks’ excess cash, 
and hence the banks’ total lendings to the 


(5) « Bank notes » are regarded here and elsewhere in this 
article as including the other « claims » on the Central Bank. 
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public, thus ultimately causing deposits to 
expand. 

It is just as in simple arithmetic, where, 
when two factors are multiplied, changes in 
the multiplicand can always be offset by sui- 
table changes in the multiplier. So in the 
much more complex process of deposit crea- 
tion changes in one of the factors, the public’s 
behaviour, can be offset or neutralised by 
changes in the right direction and of the 
right amount in one of the other factors, 
namely in the « bank note » circulation (6). 
That is how Central Banks can of their own 
initiative promote deposit creation. In fact, 
to confine oneself simply to the technical 
banking aspects of such creation, one could 
even say that under a system of inconvertible 
« bank notes » the Central Banks can cause 
deposits to expand without limit (7). 


3- — Obviously however it is not enough 
when considering the process of deposit crea- 
tion to look only at what one may call the 
« mechanical » aspects of that process. It is 
not enough to look only at what appears « on 
the surface » of bank balance sheets, and at 
the relationships linking the money and capital 
markets. One must also look at the effects 
on the underlying « basic» relations in the 
economic system as this really exists. 


(6) It would not however seem right to say, because of 
this, that the public's behaviour does not influence the volume 
of deposits or that its influence is irrelevant. Nobody would 
dream of saying that because changes in the multiplicand can 
be offset by changes in the multiplier the multiplicand does 
not influence the product. 

Apart from any question of words, however, the fact 
remains, as will stated in the text, that the public does make 
its influence felt. It does so inasmuch as according to the 
public’s conduct the limits become more or less noticeable 
within which the Central Bank can create deposits without 
disturbing economic and monetary equilibrium; and, also ac- 
cording to that conduct, it becomes necessary for the Central 
Bank to issue more or less « bank notes» in order that a 
given effect on the volume of deposits shall be realised. 

(7) In the text I refer expressly to « creation », that is to 
expansion of deposits, since that is the case to which Schneider 
and Sayers chiefly refer. In point of fact the public’s influence 
makes itself felt not only through an increase in deposits, but 
even more through a decrease in them. The possibility of such 
decrease should not be overlooked, even though it has not 
occurred for any length of time during the last few years of 
persistent monetary « expansion ». 


From this point of view it has long been 
known that Central Banks are subject to limits 
in the creation of deposits and that, if they 
were to exceed those limits, they would disturb 
economic and monetary equilibrium. Even for 
Central Banks there is a «sound barrier » 
which it is quite dangerous to go through. 
It is not of course a matter of limits which 
are fixed or precisely determined. The limits 
are wider or narrower according to manifold 
circumstances, one of the most important of 
these being the public’s behaviour. 

This can also inferred from Robertson’s 
well-known proposition according to which, 
as formulated by Keynes: 


« the volume of cash balances depends on 
the decision of the bankers and is created by 
them; the volume of real balances depends on 
the decisions of depositors and is created by 
them » (Treatise, Ch. 14). 


This means that the public can indeed be 
«induced » or « forced» to hold a greater 
volume of bank deposits, as expressed in 
nominal amount. But it also means that 
according to the public’s behaviour the increase 
in volume can remain wholly or partly nomi- 
nal owing to the effect of a simultaneous rise 
in prices, leading to greater or lesser disturb- 
ances of economic and monetary equilibrium. 
In fact, whatever importance may have to be 
assigned to the school of thought led by 
Hayek which so emphasises the « forcing » 
of saving as a basic element in economic 
crises, one cannot ignore the fact that expan- 
sion of the volume of bank deposits has an 
essentially different character, and that it 
tends to preserve economic and monetary 
equilibrium in proportion as it is or is not 
accompanied by « voluntary » saving and not 
by « forced » saving. 

It cannot indeed be held that, if deposit 
expansion is not accompanied by « voluntary » 
saving on the public’s part, there is bound to 
be « forced» saving. Deposit expansion can 
in fact be effected and is normally effected, as 
already pointed out on various other occasions, 
without any change in total savings; it is sufh- 
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cient that there should be an increase in the 
« degree of banking mobilisation » of existing 
real assets, which may in turn be due to closer 
interlacing of the « chains of credit relation- 
ships » which constitutte the banking system. 
That is indeed one of the chief circumstances 
that give greater elasticity to the limits up to 
which deposit creation on the initiative of 
Central Banks can be pushed without disturb- 
ance of economic and monetary equilibrium. 
These limits cannot be determined a priori 
by any general formula. The monetary authori- 
ties intuitively perceive them through their art 
of « control ». 

Yet, while these limits are elastic, they do 
exist; and they are decisively affected by the 
public’s behaviour. Thus they become progres- 
sively narrower in proportion as it is necessary 
not to « promote » but to « counterbalance » 
changes due to the public’s initiative. Indeed, 
given equality of all other circumstances (in- 
cludind of course the behaviour of the ordinary 
banks) the limits in question may remain 
almost unnoticed as long as the Central 
Banks’ action is backed by the public’s beha- 
viour. But they become more or less definitely 
felt when the public acts in what may be 
called a neutral manner; and they become 
pressingly felt when the public is acting in a 
sense opposite to that desired by the Central 
Bank, that is to say when, as in the case 
considered by Schneider and by Sayers, the 
influence of the public has to be neu- 
tralised (8). 


4. — In line with these concepts one must 
also bear in mind that the amount of « bank 
notes » which have to be put into the market 
in order to produce any given expansion in 
the volume of deposits varies greatly accord- 
ing to the public’s behaviour: that is to say, 
according to whether the public’s action has 
to be promoted or offset. 


(8) The three cases considered above correspond respecti- 
vely, according to the terms used in Money Supply, to an 
increasing, constante or diminishing « degree of preference » 
on the public’s part (Kp) in face of am increase in the total 
amount of « bank notes », that is to say of « claims on the 
Central Bank » (B). 


4l 


Thus, where the increase in the volume of 
deposits is due to the public’s initiative (9), 
that increase may persist without any expan- 
sion in « bank notes ». Where on the other 
hand the increase is due to the Central Bank’s 
initiative, some expansion of « bank notes » 
is needed not only to start the increase of 
deposits, but also to meet the « second-round » 
needs mentioned by Sayers (in section II). 
That is to say, it is not enough to enable the 
banks to increase their own cash as cover for 
the greater volume of deposits; one must also 
enable the public to dispose of a greater vo- 
lume of « bank notes » as against the greater 
volume of deposits. Clearly the amount of 
« bank notes » which has to be put into the 
market will progressively increase as one pas- 
ses from one to the other of the three cases 
considered above (10). This increases the 
possibility of going beyond what may be 
called the proper limits if it is desired in any 
event to neutralise the public’s influence on 
the volume of deposits. 


5. — From the considerations stated in 
sections 3 and 4 it can accordingly be inferred 
that the Central Bank’s power tc neutralise is 
anything but unlimited, of course on the 


(9 As in the first of the three cases considered by Sayers 
in section II or, in more general terms, in case of variation 
in the coefficient «c» (or «k») in Schneider’s formula or 
«Kp» in mine. 

(10) This is intuitive. It can however be easily confirmed 


from my formula p=2{z-+c}, If in fact we neglect 


changes in the cover ratio (C), then any given ratio of increase 
in the volume of deposits (D) implies the same ratio of increase 
in the total amount of « bank notes » (B) until such time as 
the public behaves neutrally and its « degree of preference » 
(Kp) remains unchanged. On the other hand the ratio of 
increase in bank notes will have to be higher (or lower) accord- 
ing as the « degree of preference » decreases (or increases). 

Suppose for example that against total « bank notes » 100 
there are deposits 200 with a « degree of preference » 2.5 and 
a cover ratio 10%. Then, for deposits to rise by 10% (that 
is by 20), there would have to be a similar 10% increase in 
‘otal « bank notes » as long as the « degree of preference » 
remained unchanged at 2.5. On the other hand it might be 
enough for « bank notes» to go up by 2% if at the same 
time the « degree of preference » increased by 10% to 2.75. 
And per contra there would have to be an increase of 20% 
in «bank notes» if the «degree of preference » decreased 
by 10% to 2.25. 
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assumption that it wishes to avoid disturbing 
economic and monetary equilibrium. That 
is to say, the power in question can be 
determined and established as existing with 
unqualified certainty only within somewhat 
modest limits, in regard to seasonal or at 
least incidental fluctuations rather than to 
lasting reversals of tendency. 

One must therefore wonder whether the 
English conditions of the last few years which 
Sayers has so lucidly analysed really go to 
prove that it would be an « unimportant 
nicety » to take account of any changes which 
there may be in the public’s behaviour, or 
whether on the other hand the neutralisation 
of those changes through the Bank of 
England’s « ability and willingness » to keep 
the banks always supplied with enough cash 
to cover their deposits may not have been a 
factor producing the opposite effect as regards 
the maintenance of monetary equilibrium in 
its domestic and international aspects (11). 


6. — Then the general thesis that the 
public’s behaviour is irrelevant to variations 
in the volume of deposits would be based not 
on the fact that changes in that behaviour 
can be neutralised, but on the assumption 
that the behaviour is stable. 

The upholders of that thesis in fact assume 
that the public’s behaviour in choosing bet- 
ween deposits and bank notes is determined 
only by the needs for using the one or the 
other in the payments which have to be made. 
An hence, since there is relative stability in 
such use, they argue, one ought to be able to 
rely a priori on correlative stability in the 
public’s behaviour. This argument was first 
stated by Robertson, with unexceptionable 
logic. It was then repeated by Schneider in 


(11) In any case, apart from whether such limits exist 
and apart from where they lie, it is certainly useful to know 
the current direction and weight of the public’s influence which 
has to be counterbalanced by Central Bank action. That would 
be one purpose of the investigation which I advocated into the 
public’s « degree of preference » in the choice between deposits 
and bank notes. This « degree of preference » is determined 
by the ratio between total deposits and the « bank notes » in 
the public’s hands. Its significance is different from that of 
the usual ratio between total deposits and total « bank notes ». 


the terms which I set forth at length in 
Money Supply, Ill, 4; and now it is taken 
up again by Sayers, although only in passing, 
in his section II. 

But, as I have previously stated, the ratio 
between deposits and « bank notes » held by 
the public, on which has ultimate effect the 
public’s behaviour in the process of bank 
deposit creation, does not depend only on the 
public’s payment habits; it also depends on 
all the manifold factors which affect the 
public’s « willingness » and « ability » to grant 
credit to the banks, as holder of the deposits 
that are created. The factors which affect 
the changes in that ratio in fact include the 
public’s choices not only as to whether to use 
« legal tender » or «bank money» in pay- 
ments, but also as to whether to save or not 
on their current income. Besides this there 
are the choices as to the use to be made of 
fresh or already existing savings in view of 
the various motives (not only « transaction » 
motives but also « precautionary » or « specu- 
lative » motives) which may cause people to 
prefer to keep their savings in money form, 
or at least in « liquid » form, rather than to 
put them into investments which bind the 
investor for the future (12). So then, if one 


(12) As Schneider points out at paragraph 8 (c), the public 
can make its own conduct felt by determining « what per- 
centage ratio of the credits granted by the commercial banks 
is withdrawn by the borrowers in Central Bank money and 
remains outside the banks», This allows for the public’s 
behaviour as shown through use in various ways of the credit 
granted by the banks on a « given » cash surplus in the banks’ 
hands. But it is not enough. One must also consider the 
influence exercised by the public on the formation of that cash 
surplus, which latter is also « given » as a result of the public’s 
behaviour with regard to the payment media issued by the 
Central Bank, and particularly in regard to the payment media 
put into the open market. One must therefore complete Schnei- 
der’s basis proposition at 8 (a) by saying that the excess cash is 
@ parameter the fixation of which depends on Central Bank as 
well as on the public’s behaviour. 

It must further be observed that in both cases the public’s 
influence is regarded in a negative sense; that is as limiting 
the opposite influence of the Central Bank or ordinary banks. 
Generally indeed the public’s influence is considered only from 
this negative angle, as that of « leakage » according to the 
current expression (see for example Samuelson in Economics, 
Ch, 14, B). But the public can also make the weight of its 
influence on the volume of deposits felt in a positive sense. 
It does so by choosing «to hold less cash and more bank 
deposits », as pointed out by Sayers at II, 1, or by holding 
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keeps to @ priori arguments, there is no 
ground at all for holding that the public’s 
behaviour is stable and therefore irrelevant (13). 


7. — That is why, as I said at the outset, 
the contributions of Schneider and Sayers are 
of considerable significance because they do 
not confine themselves to @ priori arguments 
but try to form concrete ideas of what has 
really happened and is really happening in 
Germany and England respectively. 

In this sense Sayers’ paper is of value in 
recording the main features of the English 
money market. Sayers however did not set 
out to measure quantities as I had hoped. 
Hence he does not tell us in what direction 
or to what extent the public’s « degree of 


more bank deposits and the same amount of cash. In my 
view this is what most often happens when the volume of 
deposits increases and this increase is accompanied by perhaps 
only a slight expansion in « bank notes » or by a decrease 
in the cover ratio. 

One should also consider the alternative choices offered by 
the capital market, as pointed out by J. G. Gurley and E. S. 
Shaw in Financial Aspects of Economic Development, « Ame- 
rican Economic Review », September, 1955. They expressly 
emphasised the importance of the public’s preferences in the 
creation of credit in deposit or bank note form as compared 
with the other possibilities offered by the capital market. They 
wrote: « Whether it is the banks or others which create credit 
in any period depends not on the banks’ role in administering 
the payments machinery, but instead on the preference of 
spending units for deposits and currency to hold as against 
other financial assets to hold » (page 522). 

(13) The ratio between deposits and « bank notes » in the 
public’s hands, which one must take into account in order to 
determine the effect of the public’s reveals (as was pointed 
out in Money Supply, IV, 6) only a part of that influence. 
This is because it leaves obscure, or in other words makes 
« implicit », the influence of the changes in absolute amount 
of the credit which the public grants to the banks by holding 
deposits. It is precisely these changes in the absolute amount 
of credit granted by the public to the banks, no less than 
changes in the ratio, that require that the public be « willing » 
and « able » to induce such changes in the sense contemplated 
in the text of the article. In this connection importance may 
also by attached to the well-known considerations as to « in- 
duced » or « forced » saving, the effect of which would be to 
enable the public to hold a larger total of deposits than it 
had originally intended. 

This need to take account of the public’s « willingness » 
and « ability » is overlooked if the ambiguous expression « creat- 
ing deposits out of nothing » is assumed to mean ability to 
create deposits without assistance from the public’s behaviour. 
To assume this would be a mistake. Creating deposits « out 
of nothing » is rather meant in the sense that it is possible 
to have an increase in deposits without a correlative increase 
in the total real assets on which the credit edifice is constructed. 


preference » really varied in England in the 
choice between deposits and bank notes. Nor 
does he tell us the virtual weight of such 
variations in the actual conditions prevailing 
in England (14). The result is that so far as 
I know the only figures so far available for 
England are those which were collected for 
the years 1925 to 1930 by Meade. Meade’s 
conclusions, which I set out at length in 
Money Supply, IV, 1, seem to indicate that 
the public’s behaviour is not negligible. Thus 
they do not appear to agree with the conclu- 
sions of either Sayers or Schneider. 

What Schneider has done is to take accu- 
rate figures relating solely to sight deposits. 
He then arrives at the statement, mentioned 
at the beginning of this article, that the 
public’s behaviour did not appreciably change 
in Germany between 1949 and 1954. That 
however does not rule out the possibility that 
further investigations, based not only on sight 
deposits (for the reasons set forth in my 
Explanatory Addendum), may yield results 
differing less from those which I have reached 
for Italy. 

in any case it would be desirable to con- 
duct further investigations for other countries 
too (15), as well as, of course, for periods 
differing from those covered by the studies 
already mentioned. That is why I should like 
to repeat the conclusion reached in my previous 
article, hoping that further contributions may 
provide econometrical data as to actual obser- 
ved movements, and may thus improve our 


(14) As is brought out in Money Supply, V, 2, the virtual 
weight of the public’s « degree of preference » (like that of 
every other factor in being) is of greater or lesser relevance 
according not only to its own value but also to the value of 
the other factors. Thus, as I there pointed out in the light 
of the situation of 1938 in the United States, the public's 
behaviour can sometimes become quite irrelevant even if it 
does so for reasons different from those stated by Sayers. 

It would not however be justifiable to draw general con- 
clusions from particular facts relating, as in the study by 
Sayers, to a rather brief period. 

(15) It would of course be particularly interesting to extend 
the desired investigations to France in view of the masterly 
contributions of Rueff. In La régulation monétaire et le pro- 
bléme institutionnel de la monnaie, Paris, 1953, on pages 26 
& sqq-, he has already thrown light on « the mechanism by 
which individual will influence the existing quantity of money » 
in accordance with the proposition which I maintain. 
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knowledge of the real importance of the 
various factors which combine to determine 
the creation of bank deposits. 


AmEve0 GAMBINO 


EXPLANATORY ADDENDUM 


s 


1. — For carrying out the fresh investigations 
which are desired it will be well to go further into 
the question of which are the categories of deposits 
to take into consideration when computing whatever 
indices are adopted for measuring the influence of 
the public’s behaviour on the formation of bank 
deposits (which Schneider indicates by the letters « c » 
and «k», and I by « Kp»). At the moment there 
is an appreciable difference of view on this. Schnei- 
der takes the volume of deposits as comprising only 
those at sight, not time or savings deposits, whereas 
I deliberately included both these latter. 

In giving this as my view I did not and do not 
mean to disregard the many differences between 
« conti correnti» and « depositi a risparmio » (16), 
or between « demand deposits » and « savings depo- 
sits ». On the contrary I expressly emphasised in a 
footnote to my Rejoinder to Schneider in « B.N.L. 
Quarterly Review », 1954, No. 31, that «it would 
not in fact be justified to part them on the same 
footing ». 

For present purposes however we need not revive 
in general terms the former discussion about whether 
this distinction is or is not important (on this point 
I may yet refer to Marget and Crick, whom I quoted 
in my Rejoinder mentioned above). We have only to 
decide whether or not it is proper to limit ourselves 
to considering only sight deposits when determining 
the influence of the public’s behaviour on the volume 
cf deposits. Even, to follow Schneider in his treat- 
ment of the matter, we have to determine the in- 
fluence of the public’s behaviour on the banks’ « cre- 
dit potential », or to be still more precise on the 


(16) According to the distinctions adopted in the statistics 
of the Bank of Italy’s Economic Research Department the 
« conti correnti » include both the « conti correnti di corri- 
spondenza con clienti» and the «conti correnti ordinari », 
these latter being described as « depositi fiduciari » in current 
account form. All of these are counted among « payment 
media » whether they are « liberi » (at sight) or « vincolati » 
(time). The « depositi a risparmio » (savings deposits) are 
included together with the « conti correnti ordinari » in the 
total of the « depositi fiduciari ». 


volume of credit which the banks are potentially able 
to grant on the basis of the surplus cash that is 
currently formed in their hands. 


2. — As to formation of the banks’ surplus cash 
one must not overlook the fact that the choice bet- 
ween deposits and bank notes, through which choice 
the mass of payment media issued by the Central 
Bank has to « filter », arises in regard to deposits not 
only on current account but also on savings accounts. 

In fact, as I stated in section 6 of my article, the 
choice relates to the money which is required not 
only as that is traditionally called a medium of ex- 
change, but also as a store of value, being for this 
latter purpose mostly kept as savings or time deposits. 
Thus any given injection of fresh payment media by 
the Central Bank may give rise to a greater or lesser 
cash surplus, and hence to a greater or lesser credit 
potential, according as the public does or does not 
incline to prefer deposits to bank notes — deposits 
not only in current account form but also in all other 
forms (17). Accordingly it is not only permissible 
but absolutely essential to include savings and time 
deposits when calculating the indices for measuring 
the public’s preferences if one wants to determine 
accurately the real weight of those preferences (18). 


(17) This is confirmed by common sense. Le us take 
two cases where the public behaves differently in face of a 
given iniection of new cash by the Central Bank. Suppose 
that in the first case, an extreme one, the new cash was all 
hoarded by the public without giving rise to any deposit; then 
the banks would have no surplus cash and no fresh credit 
potential. Otherwise whatever part of the new cash the public 
allows to « filter » into the banks’ hands, even in the form 
of savings or time deposits, will give the banks surplus cash 
with corresponding fresh credit potential. 

(18) We would hope that the methods of investigation may 
permit separate determination of the public’s preferences as 
between sight, savings and time deposits. But that would not 
appear feasible on the basis of the statistics at present available. 
In fact the amount of legal tender money held by the public 
in note and coin form, to which one must refer for the purpose 
of determining those preferences, can be measured only as a 
whole; and one cannot see how it can be separately imputed 
to the various categories of deposits. 

There is a similar difficulty as regards determining the 
banks’ behaviour through the cover ratio for deposits. For 
this one must consider not the formal cover requirements, nor 
even the usual practices as to cover, but the cover which 
actually exists. In point of fact the banks’ cash holdings, 
including any excess cover in their hands, form a single 
whole; and it backs at one and the same time not only the 
sight deposits but also the time deposits, whatever may be the 
formal requirements as to cover for each category. It would 
therefore not seem reasonably possible to impute the banks’ 
cash to either the one category or the other. 
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3. — In order to test the thesis which I maintain 
I have calculated in the two different ways (that is 
to say «with» and « without» time and savings 
deposits) the index for the Italian public’s preferences 
in 1953 and 1954. In doing so I adopted too in detail 
the methods used by Schneider; thus, amongst other 
things, I took no account of deposits at the Bank 
of Italy. Here are the figures: 


INDICES OF THE PUBLIC’S PREFERENCES 
AS TO CHOICE BETWEEN DEPOSIT AND BANK NOTES 








[ Bank , Preference | 
— Deposits Indices k 
an 


coin | Sight | Al | Gy | (a) 
(billion | (billion | (billion | —— | — 
lire) | lire) | lire) | (2) | (3) 


() | @ (3) %4|% 





1953 January . . | 1,262.8 | 1,718.1 | 3,828,7 | 73-5 | 37-9 











February . - | 1,240.3 1,699.3 | 3,327-2 | 73-0 | 37-3 
March . . . | 1,257.0 | 1,754.4 | 3391-8 | 71.6 | 37-1 
April . . . | 1,244.8 | 1,749.7 | 3.403.2 | 71.1 | 36.6 
May . . ~ | 1,240.3 | 1,768.6 | 3,440.8 | 70.1 | 36.0 | 
June | 1,226.5 1775-0 | 3,484.3 | 69.1 | 35-2 
July . . ~ | 1,267.8 | 1,800.9 | 3.543-4 | 70-4 | 35-8 
August .. 1,270.8 1,820.3 | 3-594-9 69.8 | 35-3 | 
September. | 1,297-6 1,886.5 | 3,685.5 | 68.7 | 35.2 
October 1,291.0 | 1,882.8 | 3,699.1 | 68.6 | 34-9 
November . 1,309.0 | 1,921.8 | 3,763.9 | 68.1 | 34.8 
December . | 1,428.3 | 1,956.9 | 3,914.6 | 72.9 | 36-5 
1954 January . . | 1,355.6 | 1,897.2 | 3,907.6 | 71-5 | 34-7 
February . . 1,318.2 | 1,781.9 | 3,874-7 | 73-9 | 34-0 
March . . . | 1,325-4| 1,791.3 | 3,917-3 | 74-0 | 31-5 | 


April . . ~ | 1,335-5 | 1795-3 | 3942-4 | 74-4 | 33-9 
May 2 3 5341-5 | 1,803.0 | 3,981.6 | 74.4 | 33-7 
June . . . | 1,331.9 | 1,837.9 | 4,030.6 | 72.5 | 33-0 





July - | 1,384.5 | 1,856.4 | 4,082.9 | 74.6 | 33.9 
August - | 1,388.9 | 1,856.3 | 4,124.7 | 74.8 | 33.7 
September . | 1,407.7 | 1,902.5 4,201.4 | 74.0 | 33-5 
October ‘ 1,401.5 | 1,904.7 | 4,256.6 | 73.5 | 32.9 


November . | 1,403 5 | 1,933-9 | 42308.0 | 72.4 | 32.6 
December . | %4529-1 | 2,022.6 | 4473.2 76.3 | 32.7 








Notice - 1. The amounts shown for « Bank Notes and Coin » 
are only those which are presumed to be in the 
hands of the public. 


2. The amounts shown for « Sight Deposits » are the 
balances on « conti correnti liberi di corrispondenza 
ed ordinari »; those shown for « All Deposits » are 
the same plus the balances on « conti correnti vin- 
colati » and « depositi a risparmio ». 


As can be seen from these figures and from the 
graph the calculation by the method which Schneider 





INDEX K OF THE PUBLIC’S PREFERENCES 
FOR BANK NOTES AS AGAINST DEPOSITS 


A) T4KING ACCOUNT ONLY OF DEMAND DEPOSITS 


favours, taking only sight deposits, would lead to 
the conclusion that the preference for bank notes as 
against deposits showed a great increase in 1954 over 
1953- This would mean that the public’s behaviour 
tended to reduce the banks’ credit potential. In fact 
however just the opposite happened. In 1954 the new 
inter-bank agreement caused the public to show 
greater preference for time and savings deposits as 
against sight accounts; and this tended to increase and 
mot decrease the banks’ credit potential. This is 
clearly shown if one follows my method of including 
time and savings accounts in the calculation. On 
that basis the curve for bank note preference in 


1954 is below and not above that for 1953. 


4- — It should however be pointed out that even 
without time and savings deposits the preference 
curve shows considerable variations. There is there- 
fore no ground for the doubt expressed by Schneider 
in the footnote to his section 9, where he says that 
« inclusion of the savings and time deposits in D no 
doubt accounts for the extremely. great variation of 
the quantity Kp which Gambino observed for Italy 
in the course of the period ». It also turns out that 
Schneider was somewhat hasty when he said (in his 
section g) that the calculations previously published 
by me could not « be used » because they were also 
based on time and savings deposits. 

On the contrary my calculations confirm, as 
regards Italy, that the volume of deposits and hence 
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the banks’ credit potential is decisively affected by 
the public’s behaviour as well as, of course, by the 
Central Bank’s control and by the behaviour of the 
ordinary banks. That is why I think that my attempt 
to measure accurately the various influences may 
help towards making clear what really are in Italy, 
and what may really be in other countries, the 
Central Bank’s powers to «control» the banking 


s 


system. There is in tact ground for hoping that 
further improvement and extension of such statistical 
assessments may provide useful data which will help 
to interpret, and possibly even to forecast, the course 
of the banks’ « deposits » and « lendings » with due 
awareness of the importance of the various relevant 


factors. 
A. GA. 
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The Foreign Exchange Business of the Australian Trading Banks") 


Dealing in exchange and providing credit 
for Australia’s overseas trade has from very 
until the First World War, the Australian 
trading banks’ business. The English banks 
in Australia, with their advantage of a London 
office and ample London funds, were first 
in the field, but by the middle of the nine- 
teenth century several of the Colonial banks 
had opened a London agency and compared 
effectively for foreign exchange business (1). 
Until the First World War, the Australian 
banks enjoyed a virtual monopoly of exchange 
dealings between Australia and London. Their 
London offices, together with those of the 
other Imperial and Foreign Banks and the 
London merchant banks, constituted the Lon- 
don foreign exchange market. From 1905 
onwards, and particularly after the First 
World War, the large English clearing banks 
entered the field and gradually assumed some 
share in the provision of exchange facilities 
for trade between Australia and the United 
Kingdom (2). But the Australian trading 
banks retain most of Australia’s foreign 
exchange business, and provide much of the 
finance, for Australian imports’ as well as 
exports to all parts of the world. In the last 
thirty years, they have made themselves 
increasingly independent of London bank 
intermediaries for foreign (as contrasted with 
sterling) exchange business, by developing 


* The article is based on a chapter from a book on the 
Australian Trading Banks now in preparation, The author is 
indebted to several bank officers who have been good enough 
to answer many questions and correct many errors. For such 
errors as remain, and for opinions expressed, they are in no 
way responsible. 

(1) See S.J. Burtin, Foundations of the Australian Mo- 
netary System, 1788-1851, Ch. 13. 

(2) Cf. T. Batocn, Studies in Financial Organization, 
Chs, 14, 15. 


direct correspondent relations with banks in 
most foreign countries. Since World War II, 
exchange control has still further strengthened 
their position by eliminating all legal compe- 
tition for any «outside market» within 
Australia which earlier had at times made 
inroads into their business (3). 

While exchange control has confirmed the 
trading banks’ monopoly of Australian foreign 
exchange business, it has deprived them of all 
but the last vestiges of an equally important 
function of which they were in sole chargs 
until the nineteen-thirties, the conduct of 
Australian foreign exchange policy. Before 
1914, and again in the twenties, the trading 
banks operated a sterling exchange standard, 
with the twin objectives of maintaining ba- 
lance of payments equilibrium and a stable 
exchange rate by agreement from time to 
time, but by adjusting domestic credit, when 
necessary, to changes in their London funds, 
they were able to keep the sterling exchange 
rate generally close to par (4). They lost 
control of the exchange rate in 1931 when 
the Central Bank asserted its authority in this 
field, and under the Banking Act of 1945 
surrendered to the Central Bank what 
responsibility they had formerly exercised for 
the maintenance of balance of payments 
equilibrium. To-day, responsability for exter- 
nal as well as domestic monetary policy lies 
formally entirely with the Commonwealth 


(3) The Commonwealth Bank has power to permit ex- 
change transactions with persons other than banks, but such 
consent is so rare as to be negligible. 

(4) For accounts of the operation of the pre-1930 sterling 
exchange standard in Australia, see Royal Commission, Report, 
Ch. 2; A. H. Tocxer, The Monetary Standards of New Zealand 
and Australia, « Economic Journal », December 1924; R. Wu- 
son and K.S. Istes, Australian Monetary Policy, « Economic 
Record », May, November 1931, December 1932. 





Bank. In practice, the activities of the trading 
banks continue to affect the external as well 
as internal balance of the Australian economy, 
if only because the two problems continuously 
interact. 

In this article, therefore, we shall be 
mainly concerned with the trading banks’ 
foreign exchange business, rather than with 
foreign exchange policy. But we shall return, 
towards the end, to those aspects of the trad- 
ing banks’ operations which directly, or 
through their effects on domestic monetary 
conditions, affect Australia’s balance of pay- 
ments and exchange rate. 


Foreign Exchange Business. 


Under exchange control regulations, all 
foreign exchange business in Australia is a 
monopoly of the Central Bank. But this is a 
legal formality. The Central Bank has appo- 
inted the trading banks as its agents, with 
the result that they handle all exchange 
business as before, though they now also 
carry responsibility for ensuring that exchange 
control regulations are observed. 

All Australian cheque-paying banks pro- 
vide foreign exchange facilities. But except 
for such business (mostly with their own 
countries) as is carried on by the three foreign 
bank branches, and Government exchange 
business which is handled by the Central 
Bank, all foreign exchange business is in the 
hands of the eight major trading banks, 
including (to an increasing extent in recent 
years) the Commonwealth Trading Bank (5). 
Most of the business is conducted at the main 
capital city branches in Australia, the foreign 
exchange (or « overseas » or « bill ») depart- 
ments of the main city offices and one or 
more bill officers at the more important other 
branches, and by the banks’ London offices 
which, as London exchange bankers, play a 


(5) The State Bank of South Australia does a substantial 
amount of export exchange business, chiefly for the fruit- 
growers’ co-operatives of the State. It negotiates export bills, 
but the Commonwealth Trading Bank acts as its agent in 
London and re-discounts after-sight bills for the State Bank. 
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major role in the finance of Australian 
overseas trade and payments. The role of 
the banks’ London offices in the United 
Kingdom is filled in other parts of the 
world by oversea banks acting as agent banks 
for the Australian trading banks. With the 
increasing use of the Australian pound in 
trade payments in the post-war years, foreign 
banks have, in their turn, adopted the pract- 
ice of keeping £A balances with Australian 
banks as their agents in this country. 

Foreign exchange business comprises a 
great variety of activities. They may be 
listed briefly under four main heads: (a) the 
purchase and sale of foreign exchange, both 
spot and forward; (b) the provision of credit 
for the finance of oversea trade; (c) assistance 
to traders in financing transactions by gua- 
rantees and collection of trade debts; and 
(d) various services such as trade information, 
introductions, assistance with exchange control 
formalities, foreign travel, etc. 


(a) Since all transactions which enter into 
Australia’s balance of international payments 
on current or capital account (with minor 
exceptions such as undistributed profits of 
foreign-owned companies) involve the purchase 
or sale of {A for oversea currencies, a major 
part of the banks’ foreign exchange business 
consists simply of the corresponding sales and 
purchases. The banks buy foreign exchange 
from exporters and other Australian residents 
who earn or receive it and sell foreign ex- 
change to importers and others who have to 
make payments abroad. 

The purchase of foreign exchange by a 
bank may take the form of purchase of 
foreign notes or coin over the counter from 
an oversea visitor in Australia or, much more 
commonly, or a telegraphic or mail transfer 
to an Australian customer by an oversea 
debtor, in which case the bank credits the 
Australian customer’s account with the fA 
equivalent of the remittance while its own 
sterling (or other foreign currency) balance 
with the sender’s bank abroad is credited by 
the amount of the remittance in the oversea 
currency. In the case of trade payments for 













‘ 
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Australian exports, it will usually take the 
form of purchase by the bank of a title to 
payment in oversea currency, most commonly 
in the form of a bill drawn by the Australian 
exporter on the oversea importer or the 
latter’s bank. In technical jargon, the Austra- 
lian bank « discounts » or « negotiates » the 
export bill, pays the £A proceeds to the 
exporter, and receives payment from the 
drawee in foreign exchange. Sales of foreign 
exchange to importers of other Australian 
residents usually consist, formally or in effect, 
of sale of telegraphic or mail transfers or 
bank drafts, either for remittances or in 
settlement of bills drawn on importers and 
presented to them for payment by the bank. 

Besides buying and selling foreign ex- 
change for immediate delivery (« spot »), the 
Australian trading banks also provide forward 
facilities, enabling customers to buy or sell 
foreign exchange for future delivery at a rate 
of exchange fixed in advance and thus reliev- 
ing them of any exchange risk. 


(b) The Australian trading banks them- 
selves supply the larger part of the credit 
required to finance Australia’s oversea trade. 
Shipment of Australian exports and imports 
takes time, longer on the average than in 
the case of most other countries. Australian 
exporters usually want payment on (or even 
before) shipment, while the oversea importer 
may have difficulty in paying until he has 
received the goods or even until he has dispos- 
ed of them. The Australian banks frequently 
provide preshipment finance by overdraft, 
and they supply credit for finance during 
shipment and often for some weeks after 
arrival of the goods in oversea ports, by 
discounting, and usually holding to maturity, 
export bills drawn for periods up to go or 
occasionally 120 days after sight. For the 
finance of Australian imports during and after 
shipment, much of the finance is also provided 
by the Australian banks, either by their Lon- 
don offices discounting bills drawn on the 
Australian importer by oversea supplies or by 
arranging for the oversea supplier to draw 


bills directly on the London office of the 


4 


bank which meets the bills at once and obtains 
subsequent reimbursement by the importer in 
Australia. Importers, of course, also finance 
stocks for sale by overdrafts, but this form 
of accommodation does not concern the 
foreign exchange department of the bank. 


(c) Besides themselves supplying credit for 
the finance of foreign trade, the Australian 
banks assist traders in various ways by assum- 
ing contingent liabilities for trade debts incur- 
red by Australian and oversea importers. The 
chief method is the letter of credit. More often 
than not, foreign trade bills are drawn under 
letter of credit opened by the importer’s bank 
with a bank in the exporting country and 
authorising the exporter to draw bills on the 
importer or on the opening bank’s office or 
agent in the exporting country. In opening 
a letter of credit, the opening bank guarantees 
payment of bills (properly drawn in terms of 
the credit) and thus lends the importer its 
own impeccable credit standing. A large 
proportion of Australian imports are financed 
under letters of credit opened by Australian 
trading banks with their London offices or 
with oversea banks. The Australian banks, 
in turn, act as advising banks for letters of 
credit opened by oversea banks in favour of 
exports in particular, the London offices of 
the Australian banks frequently act as the 
opening banks on behalf of British importers. 
Another service provided by the Australian 
banks is to handle trade bills for collection, in 
which case the bank assumes no responsibility 
and its credit is not involved. 


(d) Finally, foreign exchange business 
includes a variety of activities incidental to 
the three main classes, such as preparation 
and handling of documents attached to bills, 
care of exchange control and licensing forma- 
lities required for customers’ transactions, 
confirmation of letters of credit, the carrying 
of accounts (including provision of temporary 
overdrafts) for oversea banks and other firms, 
and services to traders and other customers, 
such as attention to trade inquiries, furnishing 
of reports on local and oversea firms, selection 
of agents and travel facilities. 
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Finance of Exports. 


Over ninety per cent. of Australian ex- 
ports consist of primary products, wool, wheat 
and other grains, meat, dairy products, sugar, 
fruit and base metals. Wool has in recent 
years accounted for about half the total. 
About two-fifths of all exports go to the 
United Kingdom, one-quarter to Continental 
Europe, one-tenth to the U.S.A. and Canada, 
most of the rest to New Zealand, and to 
India, Japan and the countries of South-East 
Asia. For much the greater part of Australia’s 
trade, exports as well as imports, sterling 
continues to be the currency in which con- 
tracts are expressed and payments made. The 
only significant exceptions are a small part of 
Australian trade with the countries of Western 
Europe which is financed in their currencies, 
some exports to the United States and Canada 
which are financed in dollars, and a small but 
increasing portion of trade with S.E. Asia 
for which the Australian pound is coming 
into use as an international means of pay- 
ment. 

The main method of financing Australian 
exports remains the bill on London. Typi- 
cally, the Australian exporter draws a sterling 
bill on the oversea importer and sells it to his 
bank which pays him immediately in {A 
and receives payment in sterling from the 
importer on the due date. But this states 
merely the central feature of a method of 
payment to which there are numerous variat- 
ions and several alternatives. The bill may 
be for payment at sight or at a « usance » or 
« term » of 30, 60 or go days after sight. It 
may or may not be drawn under a letter of 
credit — and here again there is a variety of 
letters of credit. It may be drawn on the 
importer or on his oversea bank. The bank 
which buys the bill may hold it to maturity 
or rediscount it in the London money market. 
Instead of selling the bill to the bank, the 
exporter may merely hand it to his bank for 
collection. Again, no bill may be involved at 
all. The oversea importer may pay by TT 
remittance before or after shipment. Or goods 
may be shipped on consignment at the ex- 


porter’s risk for sale overseas — in which 
case the Australian bank may provide finance 
by ordinary overdraft. Which of all these 
methods is used will depend on the conve- 
nience of the exporter or importer, their rela- 
tive bargaining power, their credit standing 
with each other and their banks, their liqui- 
dity and need for credit, the nature of the 
exchange risk at the time, as well as on 
custom and tradition in the trade and, in 
some respects, on exchange control regulations. 

The most widely used method of Austra- 
lian export finance is the bill on London 
drawn under an irrevocable documentary 
letter of credit, opened by an oversea bank 
on behalf of the oversea importer in favour 
of the Australian exporter. The point of the 
letter of credit is that the opening bank 
guarantees payment for bills properly drawn 
in the precise terms of the credit (which 
specifies the quantity and nature of goods 
ordered and all relevant conditions of shipment 
and payment). A bill drawn under an irre- 
vocable letter of credit (revocable letters of 
credit, which can be cancelled or amended 
until goods are shipped and documents pre- 
sented under them, are not common in 
Australian practice) therefore carries the secu- 
rity, not merely of the traders’ names and 
the shipping documents giving title to the 
goods, but also the far better security of the 
oversea bank’s guarantee. Naturally, such 
bills are much more readily negotiated by 
banks than bills which leave them, in the 
event of default by the importer, only with 
recourse to the exporter or disposal of the 
goods. If the exporter is in any doubt about 
having his bills negotiated under the oversea 
bank’s guarantee, he can ask his own bank 
to «confirm » the credit, that is, to promise 
to honour bills drawn in the stipulated terms, 
before he buys the goods or prepares them for 
shipment. While American exporters fre- 
quently request confirmation, Australian banks 
are not often asked to confirm credits since 
the oversea opening banks are generally well 
known to the Australian exporters. 
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Documentary letters of credit have been 
in use for many decades for certain exports 
from Australia, particularly for wool which, 
at least before the last war, was almost 
entirely financed by this means. The reason 
has been that the wool brokers who buy wool 
at action are, or were, mostly individuals or 
small firms operating on a commission basis 
with relatively little capital. They therefore 
needed the backing of letters of credit esta- 
blished by their oversea principals to obtain 
cash promptly after shipment for further 
purchases at auction. Since World War II, 
the use of letters of credit has increased 
greatly. The emergence of many new firms 
has made the additional security seem desira- 
ble and, in a seller’s market, exporters have 
been able to insist on more exacting conditions 
of payment. But the main factor has been the 
ubiquity of exchange and trade controls. To 
the exporter, the letter of credit has the great 
advantage that it is evidence that the importer 
has satisfied all licensing and exchange control 
requirements and that he need fear no obsta- 
cles to payment on this score. 

The business of establishing letters of 
credit on behalf of oversea buyers of Austra- 
lian exports is generally in the hands of the 
English clearing banks in the United King- 
dom and foreign banks in other countries. 
But the Australian trading banks play a 
substantial part even in this aspect of the 
finance of Australian trade. Their London 
offices have for many years been used as 
opening bankers by many British importers, 
chiefly of wool, whose other banking business 
is done by English banks. The practice is 
frowned on by the English banks as doubt- 
fully proper competition and a cause of that 
bane of bankers, « split borrowing ». It has 
indeed its dubious aspect since it means, in 
effect, that the Australian bank has no other 
bank’s guarantee and cannot readily rediscount 
bills drawn under such inter-branch credits. 
But it often suits the British importer whom 
the Australian banks charge no commission 
unless the credit is confirmed and who may 
often have exhausted the credit his own bank 


is prepared to extend to him without additio- 
nal security. The Australian banks, in their 
turn, eagerly compete for the custom of 
British importers, as an indirect method of 
promoting their valuable wool exchange 
business. 

The functions of the Australian offices of 
the trading banks in connection with export 
credits consist in advising the Australian 
exporter of the terms of the credit as cabled 
to them by the opening bank, to confirm the 
credit if requested, and to see that bills drawn 
under the credit conform in every detail to 
the terms set out. Their main part in the 
finance of exports, however, is the discounting 
of export bills drawn under credits. 

According to the terms desired by the 
importer and specified in the letter of credit, 
the exporter will draw his bill at sight, or 
at a term of 30, 60 or go days after sight. 
Within limits imposed by British exchange 
control, English and Continental banks are 
preparad to open credits for as long as 120 
days. But credits opened by London offices 
of the Australian banks have by agreement 
been limited to go days after sight. The 
oversea importer may be content with a sight 
credit if he can obtain « re-finance » at home; 
he can do so by drawing a usance bill on 
his own bank, discounting it after acceptance 
with a discount house and using the proceeds 
to meet the sight bill drawn by the Australian 
exporter. 

Since the exporter obtains payment as 
soon as he discounts the bill, it is the negotiat- 
ing Australian bank which provides the 
credit for the period for which it holds the 
bill. It charges interest (« discount ») to the 
exporter in the rate of exchange at which it 
negotiates the bill, its buying rate being lower 
by the amount of interest the longer the term 
of the bill. The exporter, of course, will 
normally allow for interest, as well as insur- 
ance, freight and other costs of shipment, in 
making out his invoice and the corresponding 
face value of the bill. 

Australian export bills under letter of 
credit are usually drawn on the oversea 
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opening bank, rather than on the importer, 
and it is to the opening bank that the Austra- 
lian negotianting bank sends the bill with 
documents by air or sea mail for acceptance 
and payment. This, at any rate, is the normal 
procedure with the great majority of export 
credits which are expressed in sterling. For 
credits in other currencies, chiefly U.S. dol- 
lars, the Australian negotiating bank usually 
obtains reimbursement directly by the open- 
ing bank crediting the Australian bank’s 
account with itself. In the case of Australian 
currency credits from Eastern countries, the 
Australian bank is usually asked to debit 
payments to the oversea bank’s Australian 
currency account with itself. These accounts 
are replenished from time to time by the 
oversea banks, either from proceeds of collec- 
tions on Australia or, more often, by sale to 
the Australian bank of sterling or other 
foreign exchange for Australian pounds. 
Since the Australian bank is guaranteed 
payment by the oversea bank — and it will 
negotiate bills under letter of credit only if 
it is sure of the good standing of the opening 
bank — it has no objection to the opening 
bank delivering the documents to the importer 
upon acceptance. This enables the oversea 
importer to obtain control of the goods from 
the shipping company, even though the nego- 
tiating bank may have to wait for the money 
for another month or two. Accepted usance 
bills are normally held by the London offices 
of the Australian banks (or by correspondent 
banks on behalf of the Australian banks in 
other countries) until maturity. They serve 
the banks as a convenient short-term invest- 
ment for London funds. But sterling bills 
under letter of credit, which necessarily carry 
the names of two banks, can be re-discounted 
with London discount houses; similarly dollar 
bills under credits can be re-discounted in the 
U.S.A. or Canada, as the case may be. The 
Australian banks at times take advantage of 
this facility when they are short of London 
funds. Some of them have been known to 
re-discount bills and sell the proceeds imme- 


diately to the Commonwelth Bank, as a means 
of replenishing their Australian cash reserves 
when their domestic liquidity was under severe 
pressure. 

Export finance under letter of credit is 
not confined to finance during shipment. 
Letters of credit in favour of Australian wool 
exporters (and occasionally exporters of timber 
and some other commodities) may include a 
« red ink clause ». This authorises the Austra- 
lian bank to extend pre-shipment finance by 
overdraft to the exporter to enable him to 
cover the short period between purchase of 
the wool at auction in Australia and prepara- 
tion of the documents and wool for shipment. 
This pre-shipment finance, of course, differs 
from other overdraft accommodation which 
Australian banks provide to producers and 
traders of goods intended for export only in 
of pre-shipment finance under red ink clause 
credits are guaranteed by the opening bank 
overseas, and therefore generally require no 
other security, and that they are usually only 
for periods of a few days or weeks. The use 
of pre-shipment finance under red ink clause 
used to be common in the wool trade, but is 
declining to-day when wool exporters are 
more often independent concerns shipping on 
their own account, rather than merely repre- 
sentatives of oversea principals. 

While the sterling bill under letter of 
credit can be regarded as the standard method 
of finance of Australian exports, it probably 
does not cover much more than half the total. 
Australian banks still negotiate a substantial 
volume of sight and term bills not under 
letter of credit. Since these carry no overseas 
bank’s guarantee, they are accepted for nego- 
tiation only where the exporter’s credit with the 
bank is good, and a full set of documents, bill 
of lading, insurance policy, etc., will usually 
be required and held until the bill is paid. 
Where the exporter is himself in a position to 
extend credit to the importer, he will often 
save himself the bank’s charges for negotiation 
and hand his bills to the bank on a collection 
basis only. 
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Again, a fair part of Australian export 
finance is on a cash basis. This applies, for 
instance, to exports shipped by connection or 
agents of overseas firms in Australia, where 
funds are usually remitted to Australia by 
TT before of after shipment. In the post-war 
seller’s market, and particularly when an 
appreciation of {A was expected, a good deal 
of wool export and some wheat and flour was 
pre-paid. Metals are frequently shipped abroad 
for sale there; in this case, too, no Australian 
bank credit is directly involved, thought the 
mining company may, of course, be getting 
ordinary ovedraft accommodation, and the 
foreign exchange proceeds will pass, like all 
other exchange dealings, through the hands 
of an Australian bank. 

Another considerable though diminishing 
portion of Australian export trade, in the 
finance of which the private trading banks 
have little or no share, is the export of commo- 
dities handled by Government marketing 
boards, such as wheat and flour, eggs and 
dairy products. The Commonwealth market- 
ing boards handle almost all wheat exports, 
and all egg and dairy product exports, without 
intervention of private traders. They bank 
with the Rural Credits Department of the 
Commonwealth (Central) Bank, but their ex- 
port finance transactions are handled on 
behalf of the Central Bank by the Common- 
wealth Trading Bank. In the case of weat, 
finance mostly takes the form of bills drawn 
on oversea buyers under letter of credit; in 
the case of eggs and dairy products, the usual 
procedure is sale on consignment and cash 
remittance, finance during shipment being 
obtained on overdraft from the Rural Credits 
Department. Flour is mostly sold through 
private merchants and financed like other 
private exports. 


Finance of Imports. 


Most of what has been said about the 
finance of Australian exports applies, mutatis 
mutandis, also to the finance of Australian 
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imports. But there are a number of special 
features that need to be explained. 

Australia’s imports consist mainly of in- 
dustrial products at various stages of manufac- 
ture. Nearly onehalf have in recent years 
come from the United Kingdom, 15-20% 
from the U.S.A. and Canada, about 12°%/ 
from Continental Europe, and most of the 
rest from New Zealand and Eastern countries. 
As in the case of exports, all imports from 
the United Kingdom and the greater part of 
the remainder are payable in sterling, the 
exceptions being dollar imports, some imports 
from Continental countries financed in their 
currencies, and some from S.E. Asia financed 
in Australian pounds. 

As with exports, payment is now more 
often than not by sterling bill drawn under 
letter of credit although, even more so than 
with exports, this is mainly a development 
since World War II. The import letter of 
credit is, of course, opened at the request of 
the Australian importer by his Australian 
bank in favour of the oversea supplier and 
provides for drawings by the supplies either 
on the Australian bank’s London office (or 
foreign agent bank) or on the importer. The 
oversea exporter can, and usually does, obtain 
payment as soon as he has placed the goods 
on board ship. The Australian importer can, 
if he wishes, defer payment until the arrival 
of the goods in Australia or even longer. 
A large part of the finance required is sup- 
plied by the Australian banks, though over- 
seas banks and discount houses also share in it. 

Before the last war, letters of credit opened 
by Australian banks on behalf of Australian 
importers usually provided for drawings on 
the importer, generally at sight, though impor- 
ters who had established the practice over the 
years were able to obtain credits providing for 
usance drawings. The normal practice was 
for the bills to be concerted into £A at the 
(London on Australia buying) rate of exchange 
ruling on the date of negotiation (payment to 
the exporter) in London. In the post-war 
years, the widespread expectation of an appre- 
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ciation of the Australian pound led to a 
general demand by Australian importers to 
defer payment for imports, and conversion of 
bills in £A, as long as possible, in the hope 
that they might benefit from any appreciation 
of £A which might take place before payment 
was due. The Australian banks met this 
demand by developing special facilities for 
deferment of conversion. Whith the deterio- 
ration in the Australian balance of payments 
since 1951, the expectation of an apreciation 
has disappeared, if not given way to fears of 
depreciation. Importers have been content 
with, or even enxious for, immediate conver- 
sion of their liabilities into £A. But the habit 
of deferred payment established in the post- 
war years persists, and the credit facilities 
provided by the banks for the finance of 
imports are used much more extensively than 
before the war. 

Import letters of credit are of two main 
types, « negotiation credits» and « London 
acceptance credits». The traditional negotia- 
tion credits authorise the oversea exporter to 
draw on the Australian importer at sight or 
up to go days after sight. The exporter can 
sell the bill drawn under the credit to the 
London office or oversea agent of the Austra- 
lian opening bank on presentation of docu- 
ments. He is paid the face value of the bill 
in sterling. The London office converts the 
bill at its London on Australia buying rate 
of exchange at the date of negotiation and 
sends the bill and documents to Australia 
(usually by air mail to ensure that they arrive 
in Australia ahead of the goods) where the 
bill is presented for payment or acceptance 
by the importer. On the due date, the amount 
owing by the importer is debited to his 
account, the Australian office of the bank at 
the same time crediting its London office by 
the amount in its inter-branch accounts. 

To meet the demand for deferment of 
conversion in {A, a variant of negotiation 
credits was widely used in the years 1948-51, 
called « interest clause credits». They pro- 
vided for payment by the importer at the 


conversion rate (Australia on London selling 
rate) current at the date of payment by the 
importer in Australia, the importer being 
charged interest (at somewhat above overdraft 
rate) for the period between payment by the 
bank to the exporter in London and reimbur- 
sement by the importer in Australia. These 
credits were originally available for drawings 
by Continental as well as British exporters and 
for usance drawings up to 60 days sight. At 
the request of the Commonwealth Bank, 
anxious to limit speculation on an apprecia- 
tion of £A, they were, in August 1951, 
restricted to sight drawings by British ex- 
porters. Since the appreciation scare ended, 
these credits have fallen into disuse. 

« London acceptance credits » provided a 
convenient alternative to interest clause credits. 
They authorise the British exporter to draw 
on the London office of the Australian open- 
ing bank, either at sight or up to 90 or even 
120 days (in 1951 limited to 60 days) after 
sight. In the case of sight drawings, the 
London office pays the exporter’s bill on 
presentation of documents. In the case of 
usance drawings, the exporter presents the 
bill to the London office for acceptance and 
can then get house. In practice, British ex- 
porters frequently expect the accepting office 
in London to discount the bill as well, and 
this demand is generally met, even though 
such bills, discounted by the Australian bank 
under its own credit, can, for prestige reasons, 
not very well be re-discounted in the London 
market in the event of the bank finding itself 
short of sterling. 

Bills drawn under acceptance credits are 
not sent to Australia but retained by the 
London office which merely forwards shipp- 
ing documents for delivery to the importer. 
Some banks permits the Australian importer 
to defer payment, not only under usance 
drawings, but even under sight drawings 
for a maximum period which roughly cor- 
responds to the time it will take the goods to 
reach Australia. (Deferment of payment of 
sight bills has become common with the 
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increasing use of air mail; when sea mail was 
used, the bill and documents did not in any 
case arrive before the goods and the importer 
could be expected to meet the bill at sight). 
Conversion into {A (at the current Australia 
on London selling rate) does not take place 
until the date of payment by the importer 
in Australia. The importer’s account is debit- 
ed by the amount of his liability on the due 
date; if the importer, for any reason, asks for 
a further extension of credit, he must give 
an undertaking that the exchange rate ruling 
on the maximum deferment date shall apply 
to the transaction. The importer is charged 
interest at overdraft rate for the period for 
which the bank is out of funds on the tran- 
saction. 

London acceptance credits are confined to 
imports from the United Kingdom and Ire- 
land. But similar credits are available for 
imports from other countries where the 
contract provides for payment in sterling 
(« foreign documentary credits in sterling » or 
« Eastern credits ») and for payment in dol- 
lars or other foreign currencies (« foreign 
documentary credits in foreign currency »). 
The former provide for drawings on the 
London office of the Australian bank, the 
latter for drawings on the Australian bank’s 
agent bank in the exporter’s country. 

Wherever imports are financed under let- 
ter of credit, the initiative in arranging for 
bank finance lies with the Australian importer. 
But it is still common for the oversea exporter 
to take the initiative by drawing a sight or 
term bill on the importer without authority 
under letter of credit. If the exporter’s stand- 
ing is good he may be able to get his own 
bank to negotiate his bills. More often, Bri- 
tish exporters request the London offices of 
the Australian banks to negotiate bills on 
Australian importers, generally selecting the 
bank where the importer keeps his accounts. 
If the Australian bank’s London office is 
prepared to buy a bill not under letter of 
credit, the subsequent procedure is similar to 
that with bills drawn under credits. Even 


with bills drawn not under credits, it is 
customary for the Australian banks, with the 
consent of the drawer of the bill, to surrender 
shipping documents to the importer in accep- 
tance of usance bills; but since the bank 
thereby reliquishes the security of the goods, 
it can afford to do so only if it is assured of 
the financial standing, not only of the impor- 
ter, but also of the oversea exporter on whom 
it has to rely for recourse if the importer 
should default. Bills are sometimes drawn 
at sight with the provision that drawees may 
have the option of accepting them at a usance 
at the discretion of the Australian office of 
the negotiating bank or on instruction from 
the drawer’s representative in Australia. 

Normally, oversea exporters will draw bills 
payable « with exchange as per endorsement » 
which are converted into £A when negotiated 
overseas, corresponding to negotiation credits. 
In the post-war years, Australian importers 
frequently requested drawings of « English 
currency interest clause bills » (EIB’s) which 
were payable at the selling rate of exchange 
Australia on London on the date of payment 
(plus interest), corresponding to interest clause 
credits. They were confined by agreement, in 
response to Central Bank wishes, to imports 
from the U.K. and Ireland. Like the cor- 
responding credits, they have gone out of 
use with the reversal of expectations about 
likely changes in the Australian exchange 
rate. 

Under the methods discussed so far, im- 
port finance is provided by banks — the 
Australian banks in all cases, except where 
the oversea exporter discounts his drafts with 


“an oversea bank or discount house. But, as 


on the export side, trade credits and cash 
remittance look after a fair proportion of 
Australian imports. Oversea exporters who 
are sufficiently liquid to be able to grant 
credit to their customers will draw bills which 
they hand to banks on a collection basis only. 
These bills, which represent a relatively small 
part of the total, are presented by the banks 
to the importers in Australia for payment or 
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acceptance an are met on the due date by 
telegraphic or mail transfers (depending on 
the exporter’s wishes) which the importers 
purchase form their banks at the relevant 
selling rate Australia on London (or the 
corresponding foreign currency rate). 

Cash payment before of after shipment is 
the rule for imports by Australian subsidiaries 
of large overseas companies. This is * an 
important category because it includes, among 
others, most oil imports, and imports of motor 
cars and parts for assembly by subsidiaries of 
oversea motor car manufacturing companies. 
Cash remittance is also usually employed by 
Australian firms, such as large department 
stores, which have their own buyes overseas 


and keep them in funds by periodic transfers. 


Other Exchange Transactions. 


Merchandise exports and imports are, of 
course, not the only oversea transactions. The 
Australian trading banks handle every day a 
multiplicity of other oversea financial transac- 
tions, payments for « invisibles » and capital 
transfers. But the mechanics of this part of 
their business is relatively simple and need not 
detain us long. 

The most important « clean » transactions 
(that is, transactions not involving shipping 
documents), apart from cash settlement for 
commodity exports and imports, are for pay- 
ment on account of invisible imports and 
exports, such as insurance premia, freights, 
royalties, and tourist expenditure; remittances 
of dividends and interest on international 
investments, immigrant remittances and other 


gifts; and capital transfers, such as purchases ° 


and sales of oversea securities, where these 
are permitted by exchange control, transfers 
of funds to subsidiaries or branches incidental 
to direct investments in other countries, and 
capital imported by immigrants. 

Not all items recorded in the capital 
accounts of Australia’s balance of payments 
reflect actual international financial transac- 
tions, and not all that do are handled for 


customers by the trading banks. Undistri- 
buted profits of Australian companies owned 
by non-residents are notionally recorded as 
remitted to the oversea owners and re-invested 
in this country, but no foreign exchange 
transactions are involved. The same is true 
of capital imported by subsidiaries or branches 
of overseas concerns in the from or machinery 
and equipment. The Commonwealth (Cen- 
tral) Bank itself handles all overseas transac- 
tions of the Commonwealth Government and 
the four State Governments which bank with 
it. All Commonwealth expenditure abroad, 
whether for imports on Government account 
or for the maintenance of diplomatic missions, 
defence expenditure overseas, etc., is financed 
by cash remittance by the Commonwealth 
Bank to the account of Australia House with 
its London office or (for expenditure in North 
America) to the Australian Consul-General’s 
account with the Commonwealth Bank’s agent 
bank in New York. Similarly, all Common- 
wealth and State oversea loan transactions, 
interest payments and remittance of laon 
preceeds, are wealth Bank. The only Govern- 
ment oversea business that passes through the 
hands of trading banks is the business of the 
two States (N.S.W. and Victoria) which bank 
with private trading banks. But virtually all 
other financial transactions between Austra- 
lian residents and residents in other countries, 
in one form or another, give rise to exchange 
business for the trading banks. 

The method of payment for most non- 
commercial transactions is by telegraphic or 
mail transfer or bank draft. The former is 
simply an order to pay money transmitted 
by a bank to its branch or agent by cable or 
air or sea mail. The remitter pays in local 
currency and leaves it to the bank to advise 
the payee and pay him in oversea currency. 
For small amounts, air mail is increasingly 
used, but for all large transactions where the 
cable charge is a minor item, TT still predo- 
minates. A bank draft is an order by the 
local bank to an oversea bank agent to pay the 
holder of the draft, the local bank advising 
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the drawee bank of its issue. A very familiar 
form of bank draft is the traveller’s cheque 
which has largely superseded the circular 
letter of credit as the most popular means of 
financing travel expenditure. All such remit- 
tances, of course, represent sales or purchases 
of foreign exchange and are reflected in 


changes in the Australian banks’ sterling or 
foreign exchange balances held overseas or, 
to a much smaller extent, in the £A balances 
held by oversea banks with the Australian 
banks. 

H. W. Arnprt 
(to be continued) 








Anti-Inflationary Measures in Sweden 


Throughout the postwar period the need of 
counteracting inflationary tendencies in the 
economy has been the main concern of eco- 
nomic policy in Sweden. It is true that the 
inflationary pressure has varied in strength 
over this period but it has existed, openly or 
latently, practically all the time. A first 
inflationary upsurge was felt in the years 
1946-47. Then, after a comparatively quiet 
period in the years 1948-49, the pressure was 
again felt very heavily during the Korean 
boom. After a new lull in the years 1952-53, 
a third inflationary boom developed in 1954 
and has continued unbroken ever since. 

While the basic problem confronting those 
responsible for the formulation of economic 
policy in Sweden has thus been substantially 
the same all through this period, the ap- 
proach to its solution has changed a great 
deal. As the same problem (of inflation) and 
the need to combat inflationary tendencies 
has existed in practically all countries, it may 
be of some interest to the readers of this 
review to give an account of what has been 
done recently in Sweden by way of anti- 
inflationary measures and an appraisal of the 
success of this policy. Although we shall have 
cccasion, on a few points, to look back to 
some earlier experiences, the main emphasis 
will be laid on the policy persued since 1954. 


Symptoms of inflation. 


The symptoms of inflation in Sweden 
have made themselves felt chiefly in three 
respects, namely (a) in a rise of the price 
level, (b) in a strained situation on the labour 
market and (c) in a pressure in the balance 
of payments. 


(a) Since 1946 wholesale prices in Sweden 
have risen by an average of 70° and the 
cost of living by about 50%. About half of 
this rise took place during the Korean boom, 
when the index of consumer prices (1949 = 100) 
rose from 101 in 1950 to 126 in 1952. From 
1954 to the spring of 1956 the cost of living 
index has been moving gradually upwards, 
but the total rise so far does not exceed 7°. 


(b) Throughout the postwar period the 
Swedish labour market has been characterized 
by a shortage of manpower. This shortage has 
given the workers’ unions a very strong 
bargaining position, and as a consequence, 
wage rates have risen practically every year. 
In manufacturing industries the total increase 
in money wage rates for such workers be- 
tween 1946 and 1956 is 130°/, and the increase 
in the real wage 50°%. The last two rounds 
of wage contract negotiations led to average 
increases of about 10% in 1955 and at least 
4% in 1956. 

(c) The adverse effect of the inflationary 
pressure on Sweden’s balance of payments is 
shown by the development of the Riksbank’s 
holdings of gold and foreign exchange reserves. 
This was particularly noticeable during the 
first postwar inflationary boom, whereas the 
Korean boom had a rather strengthening effect 
on the country’s foreign exchange position. 
The reserves dropped from about 3.000 million 
kronor in June 1946 to barely 400 million 
kronor in June 1948, then rose gradually 
during the subsequent years and were replen- 
ished very substantially in 1951, when Swedish 
exports enjoyed particularly favorable terms 
of trade. At the end of 1953 the reserves 
stood around 2.600 million kronor, but have, 
since, gradually dropped to about 2.250 mil- 
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lion kronor. It should be observed that 
alongside the absolute decline in reserves dur- 
ing the postwar period, there has been a 
much steeper decline in the purchasing-power 
of these reserves, owing to the rise in the 
international price-level. This is very clearly 
shown by a comparison between the level of 
reserves and the level of imports. Present 
reserves correspond to about three months’ 
imports of the present level of foreign trade, 
whereas the reserves available immediately 
before the war and immediately after, were 
sufficient to cover about one year’s import 
needs. 


Present anti-inflationary measures. 


The measures taken to combat the infla- 
tionary tendencies have varied a great deal 
in scope and character during the postwar 
period. Generally, there has been in the 
later years a trend away from direct physical 
controls over economic activities and towards 
monetary and fiscal controls of a more indirect 
nature. This trend has been particularly 
noticeable since the new inflationary pressures 
set in after the autumn of 1954. 

The present anti-inflationary policy has 
developed only gradually. The first measures 
were taken in the autumn of 1954, at first 
rather slowly and tentatively. Any really 
effective and decisive steps to counteract these 
tendencies did not materialize until 1955 when 
the symptoms of inflation had already become 
very evident. The various measures may be 
listed as follows: 


(a) Main emphasis has been put on 
monetary policy. For the first time in the 
postwar period the monetary authorities have 
tried to work through both quantitative credit 
restrictions and interest rate policies. , 

A system of quantitative regulation of 
credit was introduced already in February 
1952. An agreement was then reached be- 
tween the Riskbank (Bank of Sweden) and 
the commercial banks, through which the 
latter undertook to maintain certain liquid 


reserves, varying from 15° of deposits in the 
case of the smallest banks to 339% in the 
case of the large banks. These reserves consist 
of cash and certain liquid assets (mainly 
Treasury bills and Government bonds). The 
purpose of these prescribed ratios has been 
to curtail the supply of funds available in the 
banking system for loans to trade and industry. 

The idea behind this kind of credit regula- 
tion was that it would then be possible to 
keep the total supply of liquid funds in the 
market abundant and interest rates low, while 
at the same time preventing these funds from 
serving as a basis for an overexpansion of 
business investments. In practice, however, 
the system did not work that way. The 
abundance of money spilled over to the 
business sector in spite of all restrictive mea- 
sures, and it very soon became evident that 
credit could not be made really scarce unless 
interest rates were also allowed to rise. In 
view of the long-standing tradition of cheap 
money in Sweden and the strong ideological 
support for low interest rates among both the 
coalition parties in the Swedish Government 
(social democrats and agrarians), such a deci- 
sion was very hard to take. In the end, it was 
taken, however. The discount rate of the 
Riskbank was raised from 2 3/4% to 3 
3/4% in April 1955, and a corresponding 
upward adjustment of money rates was made 
all through the credit market. 

Apart from these measures the banks have 
also been required during certain periods to 
cut down their loans and discounts. Thus 
in the summer of 1955 the banks undertook 
to reduce their total lendings to the business 
sector by 1%, and in the spring of 1956 a 
further cut of 5% — to be achieved by the 
end of August — has been recommended by 
the Riskbank. The credit restrictions are also 
supplemented by a very tight control of the 
capital market. No new bond issues may be 
floated without a Riskbank permit (which has 
in practice not been given to business enter- 
prises other than electric power installations 
and in their case also very sparingly). Further, 
the loans and investments of the insurance 
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companies have also been submitted to Risk- 
bank control with a view to preventing an 
outflow of funds to business enterprise from 
this sector of the capital market. 

(b) General fiscal policy -has become 
increasingly restrictive. The Swedish Budget 
is divided into two sections, current and 
capital. The guiding principle of budgetary 
policy is that the current budget should 
normally balance, whereas productive capital 
investments (such as investments in the rail- 
way system and the Government-owned public 
utilities) should normally be financed by bor- 
rowing on the capital market. However, since 
the fiscal year 1954-55, the currents Budget 
has been substantially overbalanced, and for 
the year 195657 the budget surplus even 
exceeds the amount of the Government's 
capital investments by some 500 million 
kronor. To that extent the Budget serves as 
an anti-inflationary instrument, reducing the 
available purchasing power of the economy. 

The Government’s borrowing policy has 
also been adapted to serve as an anti-inflation- 
ary measure. Thus, both in the autumn of 
1954 and in the spring of 1955, the authorities, 
while restricting the access of other prospective 
borrowers to the capital market, offered Go- 
vernment issues of long term bonds at a very 
attractive interest rate, with a view to mopping 
up as much as possible of the liquid funds 
then available on the market. 


(c) Special tax measures have been intro- 
duced with a view to curtailing private invest- 
ment. Through new taxes on business, passed 
by the Parlament in the spring of 1955, the 
very liberal rules for depreciation on machi- 
nery and equipment and for the valuation of 
inventories, which have traditionally been 
characteristic of Swedish business taxation, 
were restricted in order to make it more dif- 
ficult for industry to finance its investments 
from internal sources. Further the rate of the 
Government tax on corporations was increased 
in 1955 from 40 to 50%, which, in addition 
to the local taxes, brings the total taxload to 
nearly 60%. Finally, a 12° investment tax 
was introduced in January 1955 to be paid 


on all investments in plant, machinery and 
equipment. 

(d) In January 1955 a tax was imposed 
on all sales of automobiles, new or second- 
hand. The tax-rate works out around 10%. 
In fact, there has been a very rapid increase in 
the sales of automobiles in Sweden in recent 
years, and as this increase puts a very heavy 
strain on the balance of payments and on 
investment resources within the country, the 
Government has been anxious to restrict the 
increase. It would seem that the tax so far 
has very little effect. The number of automo- 
biles in use in Sweden increased by 71,000 in 
1953, by 104,000 in 1954 and by 115,000 in 
1955. Apart from the tax, measures have also 
been taken to curtail instalment sales in the 
automobile trade. This has been achieved 
through a voluntary undertaking on the part 
of the autodealers. 


(e) To stimulate private savings a special 
kind of savings account was introduced in 
the spring of 1955. For funds paid to these 
accounts up to a limit of 1,000 kronor a year 
during 1955 and 1956 and left untouched for 
five years, the Government will pay a bonus 
amounting to 20°/ in 1955 and 15°% in 1956. 

(f) Building operations have been under 
close Government control all through the 
postwar period, and this control has been 
tightened during the past two years. The 
tightening particularly refers to the building 
needs of industry and trade, but the amount 
of housing construction has also been adjusted. 
Building permits for the manufacturing indu- 
stry in 1954 were given for a total of 375 
million kronor, but for 1955 and also for 1956 
the volume was reduced to about 200 million 
kronor. The total housing programme was 
reduced from 58,000 dwelling units in 1954 
to 56,000 in 1955. The figure for 1956 has 
been planned at 53,000 but will in fact pro- 


bably be somewhat higher. 

(g) The Government has all through the 
postwar period retained certain price controls 
but it has not been used lately as a major 
weapon against inflationary trends. It has 
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remained in the background, however, and 
the Government has been prepared to use it 
should speculative tendences threaten to jeo- 
pardize price stability. 


Appraisal of the anti-inflationary policy. 


It is perhaps still too early to make an 
appraisal of Sweden’s anti-inflationary policy 
during the last two years, as the full effect 
of the measures introduced in 1955 cannot 
yet be judged. However, certain effects are 
already apparent. Thus, the rate of increase 
in industrial production has slowed down 
considerably, and the situation on the labour 
market is at present much easier than it was 
a year ago. The pressure on the balance of 
payments, however, has not yet been relieved, 
and a further reduction of Sweden’s foreign 
exchange reserves this year seems unavoidable. 

The general approach of the authorities to 
the solution of the inflationary problem in 
recent years has had the support of all poli- 
tical parties. The business community has 
regarded the recent emphasis on general 
measures of a monetary and fiscal nature as a 
decided improvement after the earlier failure 
to correct the inflationary situation by direct 
controls and regulations. The need for a 
restrictive economic policy is not disputed by 


responsible spokesmen of any group of the 
Swedish people. 

This does not mean that the anti-inflation- 
ary policy has not been criticised. Far from 
it. The policies pursued by the Government 
have been critised very severely and mainly 
on two scores. One is the fact the authorities 
were so slow to take effective action so that 
inflation got well under way before anything 
of a decisive nature was done to stem the 
tide. The other has to do with the obvious 
onesidedness of Government action. Practically 
all the measures taken by the Government 
have been directed against private investments, 
mainly the investments of the business sector 
of the economy, while very little has been 
done to curtail public investments, housing 
and private consumption. It is feared that 
such a policy may severely retard the growth 
of production and thus make it more difficult 
to meet the inflationary pressures through an 
increased supply of goods. The various restric- 
tions on investments will also make it difficult 
for industry to offset by increased machi- 
nisation of industrial operations the adverse 
effect of wage inflation on the cost level. This 
is the more deplorable since the competition 
on foreign markets has lately become very 
severe and there are signs that the competitive 
position of Swedish exporters has deteriorated 
lately. 

Lars-Erik THUNHOLM 














Export Incentive 


Italy has been one of the last European 
countries since the war to adopt a policy of 
export incentives. Up till 1952 indeed Italy 
used to insist, especially within O.E.E.C., on 
the need for international cooperation and 
non-discrimination (1). But the sharpening 
of international competition, and the increased 
adoption of special incentives to promote their 
export trade by other countries, have compelled 
even Italian Government during the last few 
years to adopt a minimum of direct or indi- 
rect measures in that sense. These measures 
fall under the three well-known heads of 
export credit guaranties, tax alleviation or 
exemption, special credit facilities. 


1. - Insurance of Special Credit Risks. 


Export credit guaranties in Italy dates from 
Royal Decree Law No. 1046 of 2nd June, 
1927. This 1927 legislation operated only up 
to the eve of the war, and was in cold 
storage from then until 1953. Its place was 
taken by a new Law No. 955 of 22nd Decem- 
ber, 1953, the main principles of which may 
be outlined in the following points: 


(a) Insurable Credits. The only credits 
which can be insured by Government gua- 
rantee are those arising from « special sup- 
plies». Neither the Law nor the Regulation 
issued under the Law and approved by Presi- 
dential Decree No. 72 of 22nd March, 1954 
have defined what « special supplies » are. 
It may however be assumed, in view of the 
criteria on which the Law was based, that 
« special supplies » mean principally exports 
of producers’ goods with an extended period 


(1) See in this connection the article The Crisis in the 
Italian Balance of Trade, in the « Banca Nazionale del Lavoro 
Quarterly Review », No. 24, January-March, 1953. 


Measures in Italy 








for payment. In practice the term can also 
include certain consumer goods, provided that 
they are of substantial quantity and value. 


All decisions as to whether a given export 
can or cannot be regarded as a « special 
supply » are taken by a Committee which was 
set up under the Law for the purpose of 
keeping a general watch on the whole system 
of Government export insurance (2). 


(b) Delayed payments. The Law does 
not apply to short-term credits but only to 
those at medium term, where the degree of 
risk would not have allowed the exporter to 
compete effectively enough with suppliers in 
other countries. The lack of insurance for 
short-term credits is a gap in the Italian 
system as compared with those of other 
countries such as the United Kingdom, France 
and Germany. The Law however does not fix 
any minimum period for payment; it fixes 
only a maximum of four years to run from 
the time when the goods are shipped for 
export. In the case of items requiring a 
long period for manufacture (e.g. ships) in 
the course of which instalments are normally 
paid, the maximum four-year period may 
run from each of the contractual instalment 
dates. In exceptional cases the Committee 
may also propose to the Ministry of the Trea- 
sury to give a Government guarantee for 
business where payment is spread over more 
than four years. 


(c) Insurable risks. The Government 
guarantee applies only to « special risks »: 


(2) In practice « special supplies » have mostly been taken 
to mean shipments of producers’ goods, and only occasionally 
of consumer goods. Typical examples are ships, and complete 
plants for the production of cellulose, and so on. As to the 
size of the enterprises benefiting, those of medium and small 
size in industry have hitherto benefited very little from the 
arrangements made. 
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that it to say, the Law leaves to private insur- 
ance companies the wide field of guarantees 
for normal trade risks. In exceptional cases 
the Government may indeed make the grant 
of its guarantee depend in the normal credit 
risks being fully covered by the exporter (Sec- 
tion 10 of Law No. 955 of 23rd December, 
1953). Previously, under the Royal Decree 
of 14th October, 1932 and Royal Decree Law 
No. 2069 of 2rd December, 1934, which are 
no longer in force, reinsurance by the Govern- 
ment of ordinary credit risks was permitted. 
It would have been desirable to revive this 
system, which affords a wider margin of 
safety and which is in force in a number of 
countries including the United Kingdom, Bel- 
gium, the Netherlands and Germany. The 
Law classifies « special risks » as follows: 


— Political and catastrophe risks in- 
cluding those of war, revolution, civil distur- 
bance, earthquakes, floods and the like which 
render the foreign debtor insolvent or merely 
delay payment of the credit. In such cases 
the exporter who has suffered damage is 
entitled to a first partial compensation after 
6 months have elapsed from maturity of the 
unpaid claim, to a second payment after 9 
months, and to payment of the balance of the 
insured sum after 12 months. He is however 
required to prove not only that the event or 
events covered by the insurance did occur, 
but also that he has done all that he could 
to recover his credit. 

— Risk of general moratorium, whe- 
ther ordered by the Government of the import- 
ing country or by that of another country 
through which payment has to be made (for 
example by the United Kingdom in the case 
of a sterling credit on another country in the 
sterling area). | 

— Risk of stoppage or cancellation of 
the order. This may result either from poli- 
tical or catastrophic events of the kind descri- 
bed above of from an order by the Italian 
Government forbidding delivery of the goods. 
The insurance against this risk is the only one 
which extends to cover the phase of processing 
and manufacture. Italian legislation does not 


for example provide other forms of cover 
against pre-export risks such as the risk that 
prices may rise, or that loss may result from 
investigations and publicity campaigns in for- 
eign markets, in the way followed by other 
countries like the United Kingdom and France. 


The exporter who has suffered damage 
may apply for compensation 12 months after 
the date when the order was stopped or 
cancelled. For calculating the compensation 
account is of course taken of the materials 
remaining available to the exporter. As will 
be seen later, the premium for insuring this 
risk is extremely low. 

— Risk of non-transfer or delayed 
transfer of foreign exchange. This is undoub- 
tedly the most important type of risk covered 
by our system. The guarantee covers the 
exporter against unforeseen exchange difh- 
culties (for instance lack of funds on clearing 
accounts, temporary blocking of accounts, or 
termination of payment agreements) which 
may prevent him from obtaining sums duly 
paid by the foreign debtor within the latter’s 
country. The delay in this case must be at 
least 12 months from the date on which the 
foreign debtor effected payment. 

The granting of the Government guarantee 
against this contingency, which in view of 
existing international payment conditions is 
the one that most frequently arises, has been 
made subject by the Law to special safeguards 
in cases where the goods are exported to coun- 
tries having inconvertible or untransferable 
currencies (3). In such cases the exporter must 
provide documentary evidence that the Govern- 
ment of the importing country: 1) previdently 
authorised the transaction; 2) undertook in 


(3) It is the function of the Direzione Generale delle Valute 
(Directorate General of Currencies) in the Ministry for Foreign 
Trade to tell the Government insurance institution from time 
to time which are the countries to be regarded as having tran- 
sferable currencies. These are at present deemed to be all the 
member countries of E.P.U. with their respective currency areas; 
the United Kingdom and countries in the sterling area such as 
Australia, India and New Zealand; and countries in the British 
« transferable account area » which are regarded by the Italian 
exchange control as ranking with the sterling countries, such 
as Afghanistan, Eritrea, the Sudan, Ethiopia, Thailand and the 
Yemen. 
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advance an engagement to permit transfer to 
the Italian supplies of the amount of his 
credit, with interest and incidental expenses, 
through the accounts governed by agreements 
between the two countries and. with proper 
priority according to the payments made by 
the foreign debtor; 3) undertook, in case no 
payments agreement should be any longer in 
force between Italy and the importing country 
on maturity of the credit, not to limit the 
possibility of spending in exportable goods 
any sums received by the creditor (4). 

Apart from these safeguards the Law does 
not discriminate between geographical or cur- 
rency areas. Both in principle and in practice 
the benefit of the Government guarantee can 
be accorded, without discrimination, to ex- 
ports to any foreign market or country (5). 
Nor is any distinction made between private 
and governmental buyers. This is perhaps a 
gap in the present regulations, leaving room 
for possible doubt as to whether a given export 
does or does not qualify for compensation in 
respect of the exchange transfer risk. The 
point is that where the buyer is a foreign 
Government and fails to pay on maturity, it 
is difficult to establish whether this is a case 
of insolvency or of real failure to transfer to 
the Italian supplier, in which latter event the 
supplier would at once be entitled to compen- 
sation. The Law is not clear on this point: 
it does not admit that where the buyer is a 
governamental institution, the guarantee could 
cover any failure to pay. 

The cover for all the risks mentioned 
above is given by a single insurance or rein- 
surance policy (6) issued by the National 
Insurance Institution (Istituto Nazionale Assi- 


(4) It has been established by statistics that in international 
trade more than 50% of the losses on export credits are due to 
what may be called « currency causes », for instance the risk 
of freezing and the exchange risk, and that only a very small 
proportion result from insolvency of the foreign debtor. 

{(5) Some foreign legislations, for instance those of France 
and the United Kingdom, accord the guarantee only to exports 
going to specified markets. 

(6) Section 1 of the Law provides that I.N.A. may under- 
take the guarentee also in cases where the primary insurance 
has been undertaken by private companies. This amounts to 
reinsurance. 


curazioni, INA). The insured has no option 
as to the risk against which he wishes to be 
covered; cover is normally given to him for 
all the risks to which the Law applies. There 
would in fact be no advantage for the exporter 
in having cover against certain risks only since, 
as will be seen, there is only a single premium 
(apart from the risk of stoppage or cancella- 
tion of order, for which a special premium is 
fixed). 

For the cover to be effective, it is an essen- 
tial condition that the credit shall have been 
made « liquid », in the sense of being precisely 
determined as to its amount and not disputed 
as to its basis, in one of the ways specified in 
Section 1 of the Regulation embodied in 
Presidential Decree No. 172 of 22nd March, 


1954 (7). 

(d) Proportion of credit guaranteed by 
the Government. The maximum which the 
Government may guarantee is 70°/, of the 
value of the credits (and not of the value of 
the goods supplied). The remaining 30% 
ought in theory to be carried by the exporter, 
to the extent of at least a half; the other half 
may be insured by authorised insurance com- 
panies. In practice, since the Italian insurance 
companies will not cover the special political, 
catastrophe and exchange risks, the maximum 
cover on which the exporter can reckon on is 
70°%,. This proportion is thought to be too 
low, especially when compared with the 90%, 
available in France, Germany and the United 
Kingdom (8). In regard to the cover limit 


(7) These are: (a) through delivery of foreign Treasury Bills 
or similar securities; (b) through delivery of bills of exchange; 
(c) by the issue of drafts; (d) by the giving of a written decla- 
ration acknowledging the debt; (ce) or in any other way reco- 
gnised as valid by the terms of the contract for sale of the 
goods, 

(8) The following is a practical example. Suppose a con- 
tract is made to provide a « special supply » for £ 1,000,000 
sterling, and that it has been agreed that 10% shall be paid in 
advance on signature of the contract; 20% on delivery of the 
goods against simple presentation of shipping documents to a 
bank; and the balance of 70° on bills of exchange maturing 
four years after delivery of the goods. The credit granted by 
the Italian exporter to the foreign importer will then amount 
to £ 700,000. Of this amount the Italian exporter will carry 
a 15% risk quota of £ 105,000; a further 15% or {£ 105,000 





Export Incentive Measures in Italy 65 


the Law again makes no distinction between 
private and governmental buyers. 


The «ceiling » for the total export gua- 
rantees which may be granted by the Govern- 
ment is fixed each year when the budget is 
approved. For the last three financial years, 
1953-54, 1954-55 and 1955-56, the limits were 
fixed at 30, 30 and 50 billion lire respecti- 
vely; of these amounts only a small proportion 
has been taken for definitive transactions, or 
for prospective guarantees of business in course 
of being arranged (see page 64). 

(e) Currency in which the guarantee is 
given-Exchange risk. The guarantee is given 
in the same currency in which the insured 
credit is expressed (Section 4 of Law No. 955). 
In practice this means that the exporter will 
be paid a sum in Italian lire representing the 
countervalue, at the rate of exchange on the 
day of payment, of the foreign currency due 
to him. The risk of variation in the rate 
therefore falls entirely on the exporter. 


The failure to cover the exchange risk has 
given rise to some criticism. It must however 
be remembered that, while the exporter bears 
the loss on any fall in the rate, he also gains 
the benefit of any rise. Since moreover the 
contract most frequently provides that pay- 
ment for the goods shall be in dollars or sterl- 
ing, the risk of loss in lire is greatly reduced. 

(f) Insurance premiums. The rates of 
premium charged for insurance with the 
Government guarantee are rather low. They 
are fixed according to special criteria, some- 
what different from those adopted by other 
countries, and are based on the desire to 
add as little as possible to the cost of the 
goods exported. 


In the first place a Ministerial Decree fixed 
lower and upper limits for insurance and rein- 
surance premiums applying to all transactions. 
At present the limits are respectively 0.20°/, 


can be insured through private companies, or alternatively this 
amount also will be carried by the exporter; and the remaining 
balance of 70% or £ 490,000 will be covered by the Govern- 
ment guarantee. 


5 


and 2.50% per annum on the sum insured. 
Between these limits, although the upper one 
is very rarely applied and may be regarded 
as somewhat theoretical, the Committee fixes 
on each occasion the rate of premium to be 
applied to every contract. The rate of course 
varies according to the chief features of the 
credit, that is the period covered, the currency 
area to which the goods are going, the terms 
of payment and so forth. There is a single 
rate of premium if the credit matures at a 
single date; otherwise differeng rates are ap- 
plied which of course rise according to the 
various periods to maturity . 

As already mentioned, there is a single 
rate of premium for all the special political, 
catastrophe and exchange risks that are cover- 
ed other than the risk of stoppage or cancella- 
tion of the order. To this latter risk, in view 
of its special characteristcs, a premium ranging 
from 0.10% to 0.30% of the insured sum is 
is applied per annum. In exceptional cases 
were credit risks are covered for periods of 
more than four years, the rate of premium 
may be very slightly raised by an amount 
ranging from 0.05 to 0.50 lire for each year 
in excess of four. 

Like the guarantee, the premium is in 
terms of the currency in which the credit is 
expressed, but is paid in Italian lire at the 
rate of exchange ruling on the date of pay- 
ment. The premiums are exempt from the 
insurance tax, but are subject to turnover tax 
(imposta generale nell’entrata, 1.G.E.) on 40°/, 
of their amount. All the documents made out 
in connection with the insurance contract are 
exempt from stamp and registration duties. 


(g) Operation of the Government insur- 
ance. To watch over the system of govern- 
mental export credit guarantees there is a 
technical-administrative Committee comprising 
representatives of various Ministries (Treasury, 
Foreign Trade, Industry and Commerce, Agri- 
culture and others) experts in matters of 
insurance and credit. The Committee has 
full powers in deciding about applications for 
insurance put forward by exporters. In parti- 
cular the Committee shall decide as to: 1) the 
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general and special terms of the policy; 2) ac- 
ceptance of the risks on each transaction, after 
it has been established that this is in fact in 
respect of a « special supply »; 3) the maxi- 
mum duration of the insurance cover; 4) the 
extent of the cover (as already stated, the 
Government’s share of the risk may be any- 
thing up to 70%, that proportion being gene- 
rally in fact undertaken); 5) the rate of pre- 
mium to be applied; 6) any other special 
condition to be determined in view of parti- 
cular features of the business. 

The Committee’s decisions take effect ten 
days after they have been notified to the 
Ministry of the Treasury, which exercises 
power of control. No objection can be raised 
against the Committee’s decision except as 
regards the assessment of the loss; decisions on 
this subject can be contested. 

Applications for insurance are investigated 
by the National Foreign Trade Institute (Isti- 
tuto Nazionale del Commercio Estero, ICE), 
in which the Secretariat of the Committee is 
located. The contract is however drawn up 
by INA, which also handles the insurance 
and pays the compensation for losses. 

The Committee may undertake the investi- 
gations even where the application supporting 
documents are not yet complete. In this case, 
it issues a non-binding « assurance » which 
may or may not be afterwards converted into 
an actual guarantee. This assurance enables 
the exporter to conduct negotiations, to com- 
pete in international tenders and to fix his 
prices in the knowledge that he can, up to a 
point, rely on obtaining Government insur- 
ance . 

Up to 31st March, 1956 the total amount 
of insurance cover given was about 20 billion 
lire out of a total of 110 billion which had 
been allowed to the Government, namely 30 
billion in the 1953-54 financial year, 30 in 
1954-55 an 50 in 1955-56. The applications 
on which guarantees or non-binding assurances 
had been given numbered 205 out of 255 
presented. Many of the applications thus 
granted had however lapsed because the 
business in question was not concluded. 
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2. - Tax Allevation on Exports. 


The whole system of tax concessions on 
exports has recently been regulated (9). The 
basic enactments are Law No. 570 of 31st July, 
1954 and Law No. 103 of 10th March, 1955. 


(a) The first of these Laws provides for 
rebate of turnover tax on all goods in respect 
of which that tax represents at least 1% 
of the exports value. These goods, which 
account for about two-thirds of the total 
value of Italian exports, are listed in a table 
annexed to Presidential Decree No. 676 of 
14th August, 1954. They are classed in four 
categories carrying four standard rates of 
rebate, respectively 1%, 2%, 3% and 4% 
of the actual sale price. For about twenty 
products of the engineering industry listed 
in a Ministerial Decree of 18th August, 1954 
the higher rates laid down by the earlier 
Laws have been maintained. These products 
include motor vehicles, on which the stand- 
ard rebate is 5°. 


Moreover, law No. 570 of 31st July, 1954 
lays down an equalising import duty on the 
same goods that receive a rebate of turnover 
tax when exported. These goods also are 
classed in four groups according to the rate 
of tax; this varies from 1°% to 4°%, being 
equal to the rate of turnover tax which 
would have been payable on the goods in 
question if they had been made in Italy. Thus 
Law No. 570 gives a double advantage to 
Italian exports. On the one hand it reduces 
their sale price abroad; and on the other 
hand it lightens the burden of foreign compe- 
tition on the domestic market. 

The rebate of turnover tax on exports is 
based on the actual sale price, as proved by 
the exporter to the Customs with a duplicate 
of the invoice. The price is reckoned net of 
any discounts and incidental charges for 
freight, insurance, transport and so forth; but 
is includes the charge for any packing mate- 
rials, storage or the like that may be required 


(9) The earlier arrangements, enacted in 1952 and 1953, 
provided for rebates turnover tax at rates ranging from 1%, 
to 6% on a limited list of exported goods. 
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for the shipment. It the price has been 
agreed in foreign currency, it is converted into 
Italian lire at the rate of exchange on the day 
when the exports are cleared through the 
Customs. The right to the rebate belongs to 
any exporter, whether an Italian or a foreigner 
operating in Italy, without distinction between 
geographic or currencies areas. The same 
applies to exports where foreign currency 
corresponding to the value of the goods ex- 
ported is not received (« franco-valuta» ex- 
ports); in such cases the amount of the rebate 
is based on the pro forma invoices issued. by 
the exporter. 

The criticisms which producers have level- 
led against Law No. 570 relate both to its 
practical effect and to the procedure laid down. 
As to the first of these aspects, some critics 
regret that there are no rebates of social 
charges as in France, or of direct taxes as in 
Germany, and above all, that the rebates are 
small conmpared with the heavy burden of 
turnover tax. It is also objected that many 
exports enjoy no tax relief at all. 

As to procedure, practical experience has 
shown that there is much red tape. Customs 
clearance takes a long time; even the Custom 
Houses that work fastest take at least two 
months to deal with applications for clearance. 
The Provincial Tax Inspectors also have to 
do a great deal of complicated work, and there 
are delays in the allocation of funds to them. 
Up to 30th June, 1955 they had paid very 
few indeed of the applications in respect of 
goods where rebates are conceded by Law 
No. 570 of 21st July, 1954. 

The expenditure for rebates of turnover 
tax on exports, and the corresponding receipt 
on similar imports, were put in the 1954-55 
financial year at about 17 billion lire (10): that 
is, at 1.4%, of the total value of exports in 
1955, which was estimated at roughly 1,200 
billions. For the current financial year 23 
billion lire have heen allocated by the Ministry 
of Finance for turnover tax repayment. 


(b) Under Law No. 103 of 1oth March, 


(10) See the Report of the Bank of Italy for the year 1954, 
page 193 of the Italian text. 


1955 a large number of engineering industry 
produtcs, in fact about 500 items and sub- 
items in the Customs tariff (all being listed 
in a schedule to Presidential Decree No. 367 
of 20th April. 1955) are entitled to rebate of 
Customs duty and of other charges relating 
to raw materials such as cast iron, iron, steel 
that are used in their manufacture. 


The first important distinction to draw 
between this Law and the previous one is 
that the basis used for determining the rebate 
is different. Under this Law the rebate is 
based on the weight of the goods exported, 
and not on their value. This means that the 
rebate is proportionate to the actual cost of 
Customs protection on the rax materials, which 
bears on the finished goods for export in 
inverse ratio to their price. 

As to the amount of the rebate the goods 
are classed in seven categories qualifying for 
rates of 15, 20, 25, 30, 35, 40 and 45 lire 
per kg. In a few cases the rate goes up to 
100 or 200 lire per kg, and in very few 
indeed it reaches 400 and even 600 lire: these 
are cases of goods that require highly expen- 
sive raw materials, for which a low rate of 
rebate would not be effective. 

The concessions provided under Law No. 
103 of roth March, 1955 can be given in addi- 
tion to the repayment of turnover tax; and 
they apply without distinction of geographical 
or monetary areas. If the exported goods 
embody foreign materials that have been tem- 
porarily imported the rebate is reduced in 
the proportion attributable to those materials. 
The arrengements made under this Law will 


~ cost the budget about 12 billion lire during 


the current financial year; they are to have 
temporary effect, up to 31st December, 1958. 
The Law incidentally provides that the list of 
goods qualifying for rebate, and the amount 
of such rebate, can be varied by a Decree of 
the President of the Republic. 


3. - Credit Facilities. 


The same Law No. 955 of 22nd December, 
1953 that regulates Government insurance of 
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export credits also provides special credit 
facilities for Italian exports. In this field the 
Italian authorities have had to face a number 
of problems which were not easy to solve, for 
instance as to the applicability and duration 
of the scheme, its organisation and structure 
its scope, etc. The following paragraphs 
briefly summarise the main features of the 
new legislation (11); while the final section 
of this article is devoted to assessing the 
effectiveness of the system. 


(a) Scope and duration. Law No. 955 
confines the credit facilities, like the insurance 
of credit risks, to exports of « special sup- 
plies » against deferred payment. Preference 
is normally given to exports which cannot be 
effected unless payment is deferred, or ex- 
port with a large labour content, or which 
are sent to countries that could become sources 
of supply for the Italian economy. As regards 
exports to countries with inconvertible or 
untransferable currency it is required, in the 
same way as for insurance of credit risks, 
that the Government of the importing country 
shall give an unconditional undertaking to 
pay. The Law does not expressly require that 
the credit must be insured by the Italian 
Government; but naturally guaranteed sup- 
plies are given preference. As to the extension 
of credits the limit laid down for insurance of 
credit risks again applies: that is to say, the 
credits granted to exporters must not be 
for more than four years apart from excep- 
tional cases where the period is longer, and 
were a Government guarantee of more than 
the normal extent is given. 

(b) Organisation for providing credit. The 
criteria on which the new system for export 
credits is based are the same as those which 
underlay the general legislation on medium- 


(t1) The arrangements introduced by the Law of 1953 in 
the matter of credit have no precedents either before or since 
the war. The only in which it could have been said that credit 
facilities had been provided for exporters since the war was 
through the steps taken to improve the machinery for clearing 
accounts. Apart from the fact that the « swings » were en- 
larged, exporters were enabled to collect forthwith the proceeds 
of their goods instead of waiting for funds to be provided 
through the importers’ payments. 
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term credit for industrial enterprises of small 
and medium size (12): 

1) The ordinary commercial banks are 
strictly forbidden to grant medium-term export 
credits. Law No. 955 by implication confirms 
the provision originating from the 1936 Bank- 
ing Law which forbids the commercial banks 
to engage in business other than short-term 
credit (one year). 

2) The business of granting medium-term 
export credit is put into the hands of a special 
organisation consisting of: 

— A group of primary financing insti- 
tutions. This comprises most of the institu- 
tions already authorised to grant medium-term 
credit in Italy. They have been authorised 
also to employ their own resources in special 
medium-term export financing, subject to ob- 
servance of the same limits and safeguards as 
are laid down by the Laws and their Articles 
of Association in regard to their ordinary 
medium-term credit business. 


— A special secondary rediscounting 
and financing institution of public character, 
provided with special resources by the Govern- 
ment: the « Istituto Centrale per il Credito a 
Medio Termine » (Central Institution for Me- 
dium-Term Credit) or « Mediocredito ». This 
institution was recently formed to serve as a 
rediscounting agency (and is already acting 
as such) for medium-term credit Institutes. 
Under the Law of 1953 it was given further 
governmental funds, to be used solely to 
provide a special line of discount for mobilis- 
ing primary medium-term export credits (13). 


(12) See Law No. 445 of 22nd June, 1952 and Law 
No. 949 of 25th July, 1952. 

(13) The organisation that has been set up in Italy, with 
primary financing institutions supported by a central institu- 
tion for rediscount, is in a general way similar to the one 
that was established in Germany in 1952 through the formation 
of the « Ausfuhrkredit AG» (the Export Credit Company). 
There are however some important differences both of form 
and of substance. First, the Ausfuhrkredit AG originates from 
a syndicate comprising the largest banks in the country, which 
also act as providers of primary finance; but the Italian Medio- 
credito is of governmental origin. Further, whereas in Ger- 
many the participating banks provided substantial amounts of 
their own funds towards establishing the rediscounting insti- 
tution, in Italy the whole of Mediocredito’s funds came from 
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In conclusion the special export credit 
system established in Italy by the Law of 
1953 merely extends to the field of export 
the existing organisation, wich was previously 
operating in the field of medium-term credit 
in general. 


(c) Business and resources of « Mediocre- 
dito». The rediscounts and advances of « Me- 
diocredito » are limited to 75°/, of the primary 
financial accommodation. The rediscount rates 
charged by « Mediocredito» are 3%, on 
transactions with countries with convertible 
and transferable currencies and 3.50°%/, for 
transactions with countries belonging to other 
areas. 

« Mediocredito »’s capital resources were 
raised from 60 to 100 billion lire when the 
Government provided a further 40 billion out 
of the proceeds of repayment of its sterling 
loans to industrial enterprises in Italy (14). 
The additional 40 billion lire are to be used, as 
a separate fund, exclusively to finance exports. 

Up to 31st December, 1955 there had 
been proposed to « Mediocredito » 119 opera- 
tions amounting to 162 billion lire. Of these 
there had been approved 19, for a total of 
12 billion lire; and of these only 7 billion 
had been financed and only 3.4 billion lire 
had been actually paid out. 


IV - Conclusions 


In general it may be said that the steps so 
far taken in the fields of insurance, taxation 
and credit are far from representing a revision 
of foreign trade policy as previously followed 
in Italy. That policy continues to be basically 
directed towards promoting international eco- 


the Government. And the banks which in Germany can 
engage in medium-term export financing with the help of the 
rediscount institution are ordinary commercial banks, whereas 
in Italy only medium-term credit institutions — and not even 
all of these — are allowed to do such business. 

(14) Law No. 258 of 18th April, 1950 authorised the Italian 
Foreign Exchange Office (Ufficio Italiano dei Cambi) to provide 
up to £ 50 million sterling, or say 85 billion lire, to finance 
machinery and equipment bought in the sterling area for use 
in Italian industry and farming. In order to refund to the 
Ufficio the sums which it had advanced, the Law of 1953 
authorised the Treasury to reimburse the countervalue of 85 
billion lire by delivering 9-year Treasury Bonds. 


nomic cooperation, especially within Europe. 
It is in fact out of question a policy seeking 
to provide Italian exporters with the same 
facilities and assistance as are given to those 
in other countries. Apart from the differing 
ratio of exports to the national income, the 
following two points are to be borne in mind. 
Firstly Italy cannot afford to export capital 
(and the granting of larger premiums to 
exports amounts in fact to an export of 
capital); secondly the Italian budget, on 
which the cost of these «incentives » must 
fall, is both rigid and in a state of precarious 
equilibrium. The only object of the Italian 
measures has therefore been to reduce the 
differences between the Italian exporters and 
their competitors, which enjoy, as a result of 
aggressive foreign legislations, of much more 
consistent and larger facilities. 

Yet the difference between the conditions 
for Italian and foreign exporters still remains 
very great, especially in certain extreme cases, as 
found for instance in the French arrangements. 
It may suffice to recall the following points: 

— The range of goods which can benefit 
from the Government guarantee and credit 
facilities is limited. In particular the Govern- 
ment guarantee is confined to « special sup- 
plies » in a way that is not found in other 
countries. 


— Italy provides no exchange guarantee, 
as Germany and France do. 


— Italy has no short-term credit insur- 
ance like that in other countries, for instance 
the United Kingdom, France and Germany. 


— The laws of other countries permit 
covering of the risk up to 90% (in France, 
Germany and the United Kingdom), this being 
considerably more than the 70° permitted 
in Italy. 

— The ordinary risks, which may be 
insured by private companies, cannot be rein- 
sured in Italy through the Government gua- 
rantee. 


— In Italy there is no Government 
insurance scheme to cover risks connected 
with research and trial sales in foreign mar- 
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kets, like the «assurance-prospection» in France 
and the « market survey guarantee» in the 
United Kingdom. 

— Italy provides no guarantee, like the 
French « garantie de prix», against the risk 
that production costs may rise owing to an 
upward movement in domestic prices between 
the time when the order is accepted and the 
date when it is carried out. 


— The Italian system provides only small 
tax rebates, confined to repayment of turnover 
tax; in France on the other hand social 
charges are also repaid, and in Germany 
even direct taxes can be reimbursed (see 


page 65). 
— Some of the official formalities requi- 
red in Italy are of a burdensome character (15). 


A further point to emphasise fight be that 
the sums voted in the Italian budget to provide 
exports facilities by way of insurance, tax 
alleviations and credit support, are small as 
compared with those provided in competing 
countries (16). Yet the sums voted in Italy 


(15) The 1954 Report of Mediocredito mentioned two diffi- 
culties. The first was how to establish a « liquid credit » 
through the issue of Jills of exchange or drafts before it had 
been possible to obtain insurance against the risk of stoppage 
or cancellation of the order (see page 61). Practical experience 
has in fact shown that it is impossible to obtain commitments 
of this kind, « because no buyer is willing to acknowledge 
that he is a debtor except within the limits agreed by contract 
according to the progress made in producing the goods 
ordered ». The second difficulty was the one mentioned on 
pages 61-62, namely that of inducing Governments of soft- 
currency countries to undertake not to put limits within which 
the seller can spend on buging goods for export the sums 
paid by the importer. As the Report says, « it has been found 
in practice to be hard to obtain such undertakings from 
Governments, especially in cases where the legislation in force 
does t provide for them ». The first of these two difficulties 
now seems to have been overcome. It is in fact now admitted 
that the simple contract for sale of the goods may be regarded 
as sufficient evidence for establishing the claim as a clear one. 

(16) The smallness of the assistance provided in Italy is 
brought out by comparison with what has been done in other 
countries. 

(a) Insurance facilities. Im France the total amount of 
guarantees given by the Compagnie Francaise d’ Assurance pour 
le Commerce Extérieur (C.F.A.C.E.) rose from 13 billion francs 
in 1951 to 51 billion in 1952, and more than 60 billion in 
1953- The limit laid down for the granting of guarantees by 
C.F.A.C.E. is 230 billion francs, equal to about 414 billion lire. 

In the United Kingdom the amount of guarantees granted 
in the year from March, 1954 to March, 1955 was £ 68 mil- 


have been used only in part; most of the 
funds earmarked for the Government gua- 
rantee have in fact remained unused (17). 
According to the Authorities this would mean 
a limited capacity of our industries to compete 
in foreign markets (18). This however still 
leaves open the question of how far Italy’s 
regrettable lack of competitive power is due 
to differences in the degree and scope of the 
financial and commercial facilities accorded, 
rather than to differences between the levels 
of purely industrial costs. B.R. 


lion sterling, equal to some 120 billion lire. The ceiling has 
been fixed at £ goo million, or 1,500 billion lire. 

The limit fixed in Germany is DM 5 billion, or say 750 
billion lire. 

(6) Tax alleviation. The sum voted in the French 1955 
budget for rebate of taxes and social charges was 53 billion 
francs, or some 95 billion lire. If subsidies on agricultural 
prices are included, the total for 1955 would be 140 billion 
francs that is 252 billion lire. Rebates in 1954 amounted to 56 
billion francs, or 101 billion lire. 

(c) Credit facilities. In France the total amount of export 
credits granted in 1954 alone was about 200 billion francs, or 
roughly 340 billion lire, this being little short of 14°%/ of the 
total value of French exports in the same year, namely 1,500 
billion francs. 


(Sources: Statistiques et études financiéres, December, 1955; 
The Financial Times, 25th January, 1956; Moniteur Officiel du 
Commerce et de l'Industrie, No. 1744 for 28th November, 1955; 
La Banque, January, 1956). 

(17) As already mentioned 110 billion lire were made avail- 
able to the Government for credit insurance, namely 30 billion 
in 1953-54, 30 in 1954-55 and 50 in 1955-56. Up till now the 
total commitments assumed by way of insurance cover are only 
about 20 billion lire, or roughly a fifth as much. Out of a 
total of more than 4o billion lire available for financing operat- 
ions of Mediocredito (comprising funds provided by the Govern- 
ment and an unspecified proportion of the Swiss loan), there 
had been paid out by 31st December, 1955 a sum of 3.4 bil- 
lion lire. 

(18) According to the Report of Mediocredito for 1954 
« most of the transactions proposed failed to materialise because 
the Italian exporters could not stand foreign competition ». 
Mediocredito’s Report for the following year, ending on 31st 
December, 1955, is a little more optimistic. It points to the 
encouraging reduction in the amount of applications rejected, 
which dropped to 11 billion lire in 1955 against 56 billion 
in 1956. It says that the reasons why most of the transactions 
totalling 82 billion lire which were under investigation had not 
been finally arranged were independent of the exporters con- 
cerned; and this leads it to believe that, « when the obstacles 
have been overcome, part of these 82 billion will be arranged ». 
On the other hand this same Report openly admits that most 
of the « special supplies » now consist of exports going to what 
it calls « traditional » markets, which are unable to pay in 
convertible currency. The express intention of the legislature 
was of course that mew markets capable of paying in convertible 
currency should be gained. 
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ITALY’S NATIONAL INCOME: 1954 AND 1955 (*) Table A 









1954 1955 




































wa ne | Index 

billion bilticn ¥, eee 

lire | lire 1954 = 100 
- Net national product at factor cost. . 9.144 9:954 77-4 108.8 
1. - Private 7 8,053 68.2 8,738 67-7 108.5 
- Public Administration 1,091 9.2 1,216 9-4 112.5 

2. Plus - Excise and local taxes not included i in the evaluation of 

and services . 1,634 13.8 1,816 14.1 rnd 
3- Equal - Net national product at market prices (r +2), 10,778 91.2 11,770 91.2 109.2 
4. Plus - Net income from abroad . » Se8 2 Be 20 0.2 19 0.2 95-0 
5. Equal - National income at market prices G+4 ian * 10,798 7 4 11,789 91-4 109.2 
6. Plus - Capital depreciation . ina «@ 4 1,022 8.6 1,113 8.6 108.9 
7. Equal - Gross national income at market prices ‘a ee 11,820 100.0 12,902 100.0 109.2 





(*) See explanatory notes in this Review, No. 20, 1952, 1st quarter, Table A, page 
Source: Report on Italy’s Economic Situation in 1955, submitted to the Parliament by the Minister of the Budget, on. Zoli 
and Minister of the Treasury, on. Medici, March 14, 1956. 




















ADDED VALUE AND NET PRODUCT OF THE PRIVATE ECONOMIC SECTOR (*) Table B 
Billion lire Percentages bg a 
. sss a | SH dex 
Branches of economic activities Added value | Net product | Added value | Net product — 
1954 | 1955 | 1954 | 1955 | 1954 | 1955 | 1954 | 1955 | ='°° 
1. Agriculture, foresty and ae - + « « | 2,666 | 2,801| 2,462 | 2,586 | 26.88 | 26.00 | 27.58 | 26.68 | 105.0 
2. Mining industries . . a 132 167 g2| 21] 42.33] 4.56) £03] 4.25 | 131-5 
3- Manufacturing industries . . . . . . | 3,536 | 3,839] 3,119 | 3,376 | 35-66 | 35.63 | 34-95 | 34-85 | 108.2 | 
4- Building industry . stm 628 738} 567| 670] 6.34) 686| 6.36) 6.97 | 118.2 
5- Electricity, gas and water industries a 274 291} 223 237 | 2.76] 2.70| 2.49] 2.45 | 106.3 | 
6. Transportation and communications . . . 713 799| 601 673 | 7.148| 7.42] 6.74| 6.95 | 112.0 
7. Trade and sundry services. . . . «. . 1,443 | 1,546] 1,390 | 1,490 | 14-55 | 14-35 | 15-57 | 15-37 | 107.2 
S. Credig and imewramces . 2. 2. ww ttle 351 391) 333 375 | 3-54] 3.62] 3-73] 3-87 | 112.6 
9. Building . . . white « Dowd 4 175 201} 138 162] 12.76| 1.86] #£.55| 1.67 | 117.4 
Net Product of the private sector . . . . | 9,918 | 10,773] 8,925 | 9,690 | 100.0 | 100.0 | 100.0 | 100.0 | 108.6 





(*) See explanatory note (b) in this Review, No. 20, 1952, 1st quarter, Table D, page 57. 
Source: See Table A. 





























Table C Table D 
CONSUMPTION EVALUATION IN 1954 AND 1955 CONSUMPTION AND INVESTMENT: 19544-1955 
Index a 
Numbers Billion —_ 
P t 
Items of expenditure ae — lire foe 4.4 
———<$—$<$<$< <_< <—__ |} ___ —=100 
BARE RE 8k Be 1954 | 1955 | 1954/ 1955/1955 
1. Foodstuffs . . gts 47-2 | 46.3 | 104.4 
2. Tobacco and drinks . . S53 | S89 | S728 1. Private Consumption | 8,653 | 9,213) 64.2) 62.4|106.5 
3- Clothing, wearing appa- 
rel materials for house- 2. Public Consumption 923| 1,000] 6.8) 6.8/108.3 
hold ue ..... 11.4 10.8 99-7 
4- Rents (gross) . . . 2.2 2.4 | 116.3 3- Gross Investment . | 2,489| 2,925) 18.4) 19.8)117.5 
5- Lighting, gas, water, hea- 
i. . 2.5 2.5 | r07.2 4-Exports . . . . | 1,433] 1,620) 10.6) 117.0/113.0 
6. Domestic service, profes: 5. Available resources 
sional services and nursing 
an *ippisiie 6.8 6.8 | 107.2 Total . . . « « |13,498| 14,758|100.0|100.0| 109.3 
7: Entertainments... 5-4 5-4 | 108.6 6. Less: Imports . - | 1,678| 1,856|-12.4|-12.6|110.6 
8. Trasports communication 
and hotels . . . . 9-7 10.4 | 112.9 7. Gross national inco- 
g- Sundry expenses . . 1.6 1.6 | 109.3 me at market pri- 
10. Durable consumer goods . . 1.9 1-9 | 107.2 ces. «ww eC «Ct, 820] 12,902| 87.6) 87.4\109.2 
Total . . «. « | 100.0 | 100.0 





Source: See Table A, Source: See Table A. 
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ITALIAN BUDGET SUMMARY 
(billion lire) Table E 



















Revenue Expenditure Deficit 



































Fiscal year Assessed Obligated Obligated 
being cn | Collected | FT| Paid out | — ee Cash 
Ist Ju 0 ovemen 
y Current | o¢ capital (a) Current | of capital (a) Current | ¢ capital Total 

1948-49 1,015 45 1,519 98 1,440 |—504 |— 53 |—557 |— 402 

1949-50 1,419 252 1,618.2 1,716 232 1,703-9 | — 297 + 20 |—277 — 85.7 

1950-51 1,720 272 1,658.4 1,894 319 1,820.0 |— 174 — 47 — 221 — 161.6 

1951-52 1,737 336 1,976.4 2,129 305 2,308.4 | — 392 + 31 — 361 — 332.0 

1952-53 1,806 305 2,402.0 2,302 119 2,639.4 | — 495 +185 |—310 — 237.4 

1953-54 2,000 338 2,300.3 25325 182 2,433-8 | — 325 + 156 — 169 — 133-5 

1954-55 2,263 302 2.497,6 2,673 116 2,517-4 | — 410 + 186 — 224 — 19.8 
— 302 + 141.0 |— 161 a= 








1955-56 (b)} 2,448 218.1 | 2,750 77-1 — 


(a) Current revenue (or payment) and movement of capital; on year account and arrears. 
(b) Estimated at April 30, 1956. 
Source: Conto Riassuntivo del Tesoro. 


ITALIAN DOMESTIC PUBLIC DEBT 


(billion lire - Index Numbers, 1938= 100) wae © 













































= Floating debt Total of domestic 
debt debt Interest} Ad- Total public debt 
Ead —— | Teg (Gene) Cae sury 
——— RAE ERE SE A pmee Hy el Amount | LN. | 203 | Amount | LN. 
counts | of Italy a 
1952 -Jume ... 53 100 820 | 1,681 920 822 | 471 2,213 7,376 15.0] 3,110 2,329 
1953 -Jume ... 53 100 | 1,025 | 2,09: 908 998 | 449 2,355 7,850 38.2| 3,471 2,600 
| 1954-Jume ... 53 100 | 1,212 | 2,473 998 | 1,052 | 538 2,589 8,630 46.5| 3,811 2,855 
| 1955-Jume .. . 53 100 | 1,498 | 3,057 | 1,064 | 1,016 | 570 2,650 8,833 56.4| 4,257 3,200 
1956 - January . .| 53 100 | 1,501 | 3,063 | 1,150 | 1,117 | 622 2,889 | 9,630 57-9 | 4450 39333 
| February . . 53 100 | 1,501 | 3,063 | 1,139 | 1,117 | 526 2,782 | 9,270 46.7| 4,383 3283 
March. . .| 53 100 | 1,702 | 3.473 | 1,128 | 1,175 | 522 2,825 | 9,416 46.7| 4,627 3465 
April . . .] §3 100 | 1,702 | 3,473 | 1,118 | 1,150 | 477 2,745 | 9,150 46.7| 4,546 35405 

















Source: Conto riassuntivo del Tesoro. 


CURRENT REVENUE BY MAIN CATEGORIES Table G 
(Assessements) 





1938-39 
Millions 
of lire 


1953-54 ee eB Set Ee 


¥ Millions 9% Millions 9% Index Number 
” of lire “ of lire ° | 1938-39=1 





Sources 








1. Revenue from taxation: 


, recurrent 
Direct taxes } 
non recurrent 


Direct taxes - Total . 
Indirect taxes on transactions 


5,529 | 20.0 264,460| 13.2 325,947 | 14-1 58.95 
1,096 4.0 97,203| 4.9 52,398| 2.3 47-81 
- | 6,625 | 24.0 | 361,663| 18.1 378,345 | 16.4 57-41 
6,089 | 22.7 689,819 | 34.5 773935 | 33-4 126.95 





















































Custom duties and consumption taxes - | 6,380 | 23.7 454,990 | 22.7 516,151 | 22.3 80.90 
Consumption taxes on State a products . 3,580 | 13.0 295,675 | 14.8 317,415 | 13-7 88.66 
a ee a . ° 544 2.0 31,927 1.6 38,258! 2.7 70.32 
Sundry revenue . ‘ 297 1 37,602} 1-9 56,205 | 2-4 189.24 
Total . 23,515 85.3 | 1,871,676 ~ 93-6 | 2,079,409 | 89.9 88.43 
2. Other Revenue 4,061 | 14.7 126,107 6.3 209.697| 9-2 51.63 
27,576 | 100.0 | 1,997,783 ~ 99-9 | 2,289,106 | 99.0 83.01 

3. American Aid 2 ae a ee a — — en o.1 22,468| 1.0 _ 
Total. . . « « « « «| 29,576 | 100.0 | 2,000,277 | 100.0 | 2,311,574 |100.0 ea 83.82 





Source: See Table A. 
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CURRENT BUDGET EXPENDITURE, BY MAIN CATEGORIES 








(Obligated) Table H 
| 1938-39 1951-52 1952-53 | =: 1953-54 1954-55 
Ee, ee CS eee SOG. Se neeEE wn EE EY ET 
I re | 
eons Mil: |. | Millions | | | Millions | | | Millions | | | Millions |. | I 4 
Mone | to | of tire | | of lire | “ | of lire Zo | of lire . (193! “a 
| of lire | 39=1) 














Public Works and railroads (a) . 2,489) 6.2| 371,355 | 17-4, 393,033 17.11 354,215 | 15-2) 366,554 | 14.0) 147.27 











| Economic services (b) . . . . | 2,383} 6.0] 156,391 7-4| 112,073 | 4-8} 108.113 4-7| 134,811 §-1| 56.57 
| Justice ww tw ee te ee |) |6§QS] 68S] «95,222 21 48,965 2.1; 50,446 2.2} 53,059 2.0| 89.17 
| Defence . . . « « + + + + | 14,050) 35-3} 399,044 | 18.8) 480,532 | 20.8| 453,669 | 19-5| 457,853 | 17-5) 32-59 


Ra glee ge 1,227, 3-1| 113,216 5-3} 115916 | 5.0) 119,331 5-4] 129,888 5-0| 105.85 




















Social Assistance . . . . « «| 907) 2.3) 129,877 | 6.1; 164,417 7-1| 159,916 | 6.9) 187,460 7-1) 206.68 
| Wer pemeiems 2. wt ts 829} 2.1) 92,569 | 4-4) 97,987 | 4.3) 129,960 5-6} 177,009 | 6.8) 213.52 
| Education * « 2,149) 5-4, 212,232 | 10.0) 229,349 | 9.9] 252,404 | 10.9) 289,770 | 11.1| 134.84 
Service of public debt . . . . | 6,775) 17-0) 119,641 5-6] 144,594 | 6.3) 184,004 7-9) 194,942 | 7-4) 28.77 
| Contributions to autonomous Ad- 

ministrations (Cc) .... . _ _- 64,865 | 3.0) 60,838 2.6) 60,170 2.6| 80,239 | 3.0) — 
| Gemebis 8 02 + st - _ _ _ 15,900 | 0.7 2,230 ot; — 
| Regional and local finance. . . 45| 9-2) 130,474 | 6.1) 134,677 | 5.8) 143,567 | 6.2) 195,535 | 7.5) — 
Services of the Finance, Treasury 

and Budget Ministries . . .| 1,612) 4.0} 96,162 | 4.5) 102,938 | 4.5) 111,862 | 4.8) 127,953 | 4.9) 79-37 
Pence @emty. - « © + « « « _ _ 31,976 1.5| 43,387 1.9| 18,394 0.8} 15,398 0.65 — 


3-2} 80,749 | 3-4) 90,788 | 3.5) 74.78) 


State’s general charges (ec). . .| 1,214) 3.0) 64,199 3-0} 74,262 


Expenditure connected with re- 











Gee > aoe SRT ss 877| 2-2) 47,263 | 2.2/ 51,100 | 2.2} 36,963 1.6} 43,641 | 1.7| 49-76] 

| Ex Italian colonies . . . . . | 3,847) 9-7) 41,117 | 0.5) 10,522 | 0.5] 10,288 | 0.4) 12,609 | 0.5) 3.27) 

Services abroad (g) . ... . 296| 0.7| 14.419 | 0.7) 18,546 0.8) 19,173 | 0.8 21,975 | 0.8) 74.24 

i. Se — — 22,731 1.1| 19,556 0.8) 9,212 0.4| 29,881 nn) — | 
| Expenditure for Albany | 484) 1.2 a - | _ - - — _ —-|;— 

EO gi ae | 74, 0.2 6,073 0.3) 6,899 0.3 6,864 0.3) 6,939 0-3) 93:77 

Se ves Sane serene ciieaiaatiaeaiad nema 
































wae sts eee | 39,853 ck cman 100.0|2,309,591 100.0) 2,325,200 100.0|2,618,534 |100.0| 65.70 
} 























(a) War loss reparations; roads (grants to the National Autonomous Road Corporation (Azienda Nazionale Autonoma Stra- 
dale); upkeep of public works; land-reclamation works; allocations to the Cassa del Mezzogiorno; annuities due to the INA-CASE 
Administration (subsidised housing). 


(b) Land-reclamation works, grants in aid of land improvement works; enlargement of the program of ship-building for the 
merchant marine; transports; agriculture and forests; public entertainments; information service; tourist activities; Government grant 
to the « Fund for the training of skilled workers »; etc. 


(c) Mainly to the railway system. 
(d) Wheat. 


(ec) Funds earmarked for raising Staff salaries etc.; expenses for Presidential Bureau of the Republic, Presidential Bureau 
of the Council of Ministers, Legislative Assemblies; expenses for internal Administration; reserve funds for unforeseen expenses; 


expenses for religious services; fire-brigade services and protection of the civilian population; etc. 
(f) Restitutions and reimbursements; Government and other lottery prizes; etc. 
(g) Diplomatic and Consular representation; cultural relations with foreign countries, etc. 
Source: See Table C. 
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DEPOSITS AND CURRENT ACCOUNTS IN ITALIAN BANKING SYSTEM AND POSTAL SAVINGS BANKS 




































































(Index numbers, 1938 = 1) Table | 
ay a hs Banking System (a) | . Postal Savings Banks — 
Deposits | | asommane (ab Total _ rie 4] floes Total Percent 
| sini acca “pen:,... Index! ‘Index| Index| lIndex| [Index| alieal Wien aa | 
«1. |Index ndex| ....,. ex ndex| _..,.__ |Index| .... ‘Index leposits and | 
| Billion nui! j Billion | | m- | Billion | jum- Billion | num | bitin nam Billion num-| c/a af tents | 
lire bers | lire | bers | lire | bers | lire | bers | litt | bers | lire | bes ing system | 
ae 6 fe een Gas Se ee: Be Ss “tral aa 7S [eae a ae er. Med ; 
| | | j | | i 
| 1953 December . . . . | 2,021] 53 | 1,893 | 111 3.915 | 71 1,147| 39 | 276 250 | 1,423 47 | 36.3 
| 1954 December ‘ 2,341 | 61 | 2,132, 125 | 4,473| 81 | 1,263] 43 | 252 | 229| 1,515 50 33-8 
| 1955 March . . . « «| 2,392] 62 | 2,156] 126 | 4,547| 82 | 1,291| 44 | 227 | 206/ 1,518 50 33-3 
June. . . . . «| 2,427! 63 | 2,194| 129 | 4,621) 84 | 1,288! 44 | 222 | 201] 1,510, 50 32.6 
September . . . . | 2,549| 67 | 2,304 | 135 | 4,853] 88 | 1,295| 44 | 237 | 215 | 1,532!) 51 31-5 
December . . . . | 2,722] 71 | 2:432/ 143 | 5.154] 93 1,308| 44 | 277 | 251 | 1,585| 52 30.7 
1956 January . . . . . | 2,760| 72 | 2,396| 140! 5,156] 93 | 1,379, 47 | 294 | 267 | 1,673) 53 31-2 
February . . . . | 2,772| 72 | 2,374] 139 | 5.246] 93 | 1,383| 47 | 296 | 269 | 1,679) 55 32-6 
March . . . ~ «| 2,805) 73 | 2.407/ 141 | 5,212) 94 | 1,383) 47 | 249 | 226 | 1,632| 54 31.3 
April. . . . . « | 2833] 7@ | 2,408! tq2 | 5,243] 95 | 2.3841 47 | --+ | eee] coe | “e wes 











(a) The data refer to 365 banks (commercial and savings banks) which hold about 99% of the total deposits collected by all 
Italian banks. 


(b) Inter-bank current accounts are excluded. 
Source: Bollettino of the Bank of Italy. 


DEPOSITS, CURRENT ACCOUNTS AND ASSETS OF ITALIAN BANKS (a) 
(millions of lire) Table L 


















Items 30.9.54 31.12.54 











? | | | 
31.3-55 | 30.6.55 | 30.9.55 | 31.12.55 | 31-3.56 
| | | | 


Amount outstanding 


Deposits and current accounts. . .| 4,201,416 4:473> 243! 4 45547843 | 4,620,759 | 4,853,280 | 5,153,823 | 5,241,179 
Cash and sums available at sight . 288,696 402, 713) 354,900 342,370 402,827 | 425,195 359,757 
Fixed deposits with the Wieeioy and | | | 

other Institutions °° ° 621,882 549, 398] 585,868 | 585,738 | 653,592| 647,142 684,666 
Government Securities (b) . . . «| 826,245 856,790; 923,443 930,041 | 948,498 | 951,714 | 1,032,190 
Credits to clients (c) . o « of 35926,a22 3,688,429] 3,651,060 | 3,805,961 | 3.971,54! | 4,278,127 4,288,226 


Index Numbers: 31-12-1948 = 100 





| Deposits and current accounts . 276.0 | 294.2 | 299-1 | 303-9 319-2 | 338-9 | 344-7 














| Cash and sums available at sight. . 170.7 | 238.2 | 209-9 | 202.5 |} 2382 | 2591.6 | 222.8 
| Fixed deposits with the _— and | | | 
other Institutions - * 349.8 309.0 | 329.6 329-5 367-7 | 364.0 385.1 
Government Securities (b) . > | 199-4 | 206.8 | 222.9 224.6 228.9 229.2 | 249.2 
Credits to clients (c). . . . . «| 303-4 | 326.6 | 323-3 | 337-0 351-7 | 378.8 379-7 
| % of deposits and current a/cs 
Cash and sums available at sight . . | 6.8 | 9.0 | 9-0 | 7-3 | 8.2 Ba. | 6.9 
Fixed deposits with the _—— and | 
other Institutions . | 14.8 | 12.2 12.8 125 | 133 | 125 13.1 | 
Government Securities (b) . . . «| 19.6 19.1 20.2 20.1 19.5 | 18.4 19.8 
Credits to clients (c) . . | 81.7 | 82.4 | 80.2 81.1 81.8 | 83.1 82.2 
| 





| 


(a) The data refer to 365 banks (commercial and savings banks) which hold about 99% of the total deposits collected by all 
Italian banks. 


(b) Treasury bills and other Government securities. Nominal value. 

(c) Includes: bills on hand, rediscount at the Bank of Italy, contangoes, advances, current accounts, credits abroad, loans recov- 
erable on salaries, loans against promissory notes, loans on pawn, mortgage loans, current accounts with sections for special credits, 
non-Government securities, participations. 


Source: Bollettino of the Bank of Italy. 
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NOTE CIRCULATION, PRICES, WAGES AND SHARE QUOTATIONS IN ITALY 








(Index Numbers, 1938= 100) Table M 
irculation (a) | Wholesale prices (c Fine gold 
a ar ——. Pee | cost of | Wage rates| Share mo 
moun . Livi in ind uotations ce ol 
ba ~-b- aa (billion | Index | All Com | Foodstuffs! “Gey |e) | (b) | one gram | Index 
lire) (lire) (d) 

1953 - December . | 1,487.9 6,612 5,256 | 5,659 5,678 7:573 2,390.9 720 2,769 
1954 - December . | 1,578.4 7,015 55350 | 5,921 5,882 8,012 3,089.7 722 2,776 
1955 - March 1,472.4 6,544 59317 5,788 5,880 8,058 3237-5 726 2,792 
Jume . . . | 1,466.7 6,518 5.321 5,802 6,023 8,062 3,562.7 715 2,750 
September . | 1,547.2 6,876 59275, 5,836 5,993 8,108 4,138.2 716 2,753 
December . | 1,712,2 7,609 5.366 | 6,029 6,057 8,158 3749-3 724 2,784 
1956 - January . 1,587.9 7,057 5.381 6,030 6,099 8,167 3650.1 730 2,807 
February 1,563.3 6,948 5.411 | 6,162 6,181 8,171 3,690.4 732 2,819 
March . 1,598.3 7,103 5.426 | 6,218 6,254 8,171 3575-2 725 2,788 
April 1,586.0(e) 7,048 5.427 6,224 6,292 8,440 3»399-4 721 2,773 


(a) End of year or month. Includes: Bank of Italy notes and Treasury notes; (b) Bollettino of the Bank of Italy; (c) Bol- 
lettino Mensile di Statistica issued by the Central Institute of Statistics; (d) Business Statistics Centre of Florence. (e) Provisional. 








PRICES AND YIELDS OF ITALIAN SECURITIES BY MAIN ‘CATEGORIES 














Government Securities 
| _ Bonds a een ee a g-year Treasury 
Consolidated | Redeemable Bonds 
Year or month =|——_—____ - 
| Price Yield Price Yield | Price Yield 
| (index j|(per cent} (index (per cent} (index |(per cent 
| number | per an-| number | per an-| number an- 
| °38=100) | num) | ’38=100) | num) | °38=100) | num) 
| 
| 1954 - a. av. |g g.4 5-43 88.7 6.38 85.0 6.22 
1955 -a.av. . .| 97-1 5-56 87.1 6.50 | 82.7 6.40 
1955 - March 97-3 5-55 | 87.1 6.50 83.2 6.36 
jeme . ssl 98.2 5.50 | 87.6 6.46 83.0 6.37 
September . 96.3 5-61 88.2 6.42 82.9 6.38 
December . 95-9 5-63 84.7 6.68 | 79.8 6.63 
1956 - January 96.6 5-59 | 85.9 6.59 | 80.8 6.55 
February 96.3 5-61 | 85.0 6.66 | 79-4 6.66 
March 95-4 5-66 83.6 6.77, | 79-3 6.69 
April . .| 94,2 5-73 82.6 | 6.85 79-3 6.67 


Source: Bollettino of the Bank of 





(annual or monthly averages) 











Italy. 





WHOLESALE PRICES BY GROUPS OF COMMODITIES 
(Index Numbers, 1938 = 100) 




























Foodstuffs ides, |Raw mate-| 501, 

Year Com- |)———_— Skins |rials, metal por 
and | and engi- : 
| of month | mo- | Vege- | Animal Foot- | neering lubei 
| dities table wear | products cants 
1952 a. av. | 5,270 | 4,869 | 6,796 | 6.343 | 4.245 | 6767 | 4.440 
1953 a- av. | 55250 | 5,331 | 6,433 | 5.894 | 4,066 | 5,758 | 4,080 
1954 4. av. | 5,293 | 5.265 | 6,959 | 5.691 | 3,804 | 5.414 4240 
1955 a- av. | 5,320 | 5,368 | 7,012 | 5,509 | 3.473 | 5756 | 4.357 
1955 March | 5,317 | 5,290 6,905 5,610 3,513 5,808 4251 
June 5.321 | 5,411 6,692 | 5,582 3,468 5795 4332 

Sept. | 55275 | 5309 | 7,086 | 5,394 | 3398 | 5,795 | 4372 

Dec. 5366 | 5.496 | 7,288 | 5,394 | 35440 | 5,852 | 4,516 

1956 January | 5,381 | 5,622 | 6,963 | 5.415 | 3,438 | 5.875 | 4,531 
Febr. | 5.411 | 5,776 | 7,035 | 5.499 | 3.433 | 5896 | 4,606 

March | 5,426 | 5,892 | 6,944 | 5.435 | 3-445 | 5.918 | 4,612 

April 5427 | 5973 | 6.774 | 5.461 | 3.452] 5.914 | 4599 











Source: Bollettino Mensile di Statistica. 









































Table N 
Shares 
Average 
Price | Yield | Price | Yield 
(index ({(per cent} (index | (per cent 
number | per an-| number | per an- 
*38=100) | num) | '38=100)| num) 
87.8 6.21 2,596.4 5-98 
85.3 6.39 | 3,654.1 4-64 
85.8 6.35 | 3237-5 5-07 
85.7 6.36 | 3,562.7 4:75 
85.7 6.36 4,138.2 4.11 
82.6 6.60 3749-3 4-63 
83.5 6.53 | 3,650.1 4-76 
82.3 6.62 | 3,690.4 4-73 
81.7 6.67 | 3,575.2 4-90 
81.7 6.67 | 3,399-4 | 5-14 
Table O 
raw Lum Pa Bricks, 
materials hoe cr _ | Glass 
aad Cement 
products 
5.717 | 8,343 | 6,246 | 7,216 | 4,707 
55255 | 8,397 | 55279 | 7,209 | 4,549 | 
5,073 | 8,510 | 5,380 7,261 | 4,329 | 
5.224 | 9.410 | 5,664 7,237 | 4,206 
5.231 | 9,183 | 5,283 | 7,275 | 4,206 
5.226 | 9,486 | 5,814 7,271 | 4,206 ! 
5,198 | 9,550] 5,821 7:207 | 4,206 
5364 | 9,705 | 5-751 | 75159 | 4,206 
5+393 | 9795 | 55745 | 7.148 | 4,206 
59438 | 9715 | 5,698 | 7,131 | 4,206 
5.461 | 9,712 | 5,698 7,097 | 4,206 
5-439 | 9-712 | 5.698 7,086 | 4,206 
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WAGES AND SALARIES IN ITALY 
(gross remunerations - inclusive of family allowances) 











(Index Numbers, 1938= 100) Table P 
1955 | 1955 1956 
Categories TEs EERE EEE ool SENN cai Le 
A. Av. June Sept. Dec. | January | February} March | April 
Industry: 5 oe i A AR BNE oi UNS 
Specialized workers . . . . . . 7,055 7,027 | 7,070 | 7,115 | 7,123 | 7,126 7.126 | 7.342 
Skilled workers. 7775 | 7:746 | 7.790 | 7,841 | 7,847 | 7,850 | 7,850 | 8,106 
Ordinary workers and s semi- -skilled labourers 8,289 8,257 | 8,304 | 8,357 | 8,368 | 8,371 8,371 8,650 
Labourers .  . 9,010 8,981 | 9,029 | 9,081 | 9,092 | 9,097 9,097 | 9,360 
General index of tadenry Te » ey 8,092 8,062 | 8,108 | 8,158 | 8,167 | 8,171 8,171 8,427 
Agriculture . . . . ee em 8,961 8,920 | 9,044 | 9,068 | 9,068 | 9,068 9,068 | 9,188 
Government Civil Employee: 
Group A(a) . . 7 YS oe 5,674 5,611 | 5,949 | 5949 | 5,949 | 5.949 6,000 | 6,000 
Group Bib) - - + + + + + + | $5312 | 55259 | 55532 | 59532 | 5532 | 5532 | 59569 | 5,569 
rs: ¢ s. « - & “S's 6,390 6,320 6,672 6,672 6,672 6,672 6,714 6,714 
Subordinate staff . . 7,030 6,991 7,280 | 7,280 | 7,280 | 7,280 7.319 | 7,319 
General Index of Gocenaient Civil Sanghi 6,047 5:988 | 6,307 | 6,307 | 6,307 | 6,307 6,349 | 6,349 








(a) Administrative grade; (b) Executive grade; (c) Clerical grade. 
Source: Bollettino Mensile di Statistica. 


NATIONAL INDEX OF LIVING COST 



































(1938 = 100) Table Q 
Year or month All Items Foodstuffs Clothing “a | Housing Miscellaneous 
ga - 8. OF. «2 oe | 5,546 6,541 6,415 4,031 | 1,565 5,501 
gg - 8.0%. « ss | 5,054 6,680 6,224 4,091 1,720 59549 
SS 5,806 6,875 6,308 4:074 1,826 5,640 
S995 - 8. 8% 2. 2 « 5,969 7:059 6,287 4975 | 2,088 5764 
1956 - January . . . | 6,099 7,136 6,265 4,079 | 2,620 5,826 
February . . 6,181 7,265 6,263 4997 2,620 5,825 
March . . . | 6,254 79375 6,262 4094 =| 256.44 5,841 
Apm. . « 6,292 72433 6,264 4,089 2,644 5,858 
| 
Source: Bollettino Mensile di Statistica. 
PERSONS REGISTERED AT LABOUR EXCHANGE OFFICES (*) Table R 
een Class | Class II | Class II | Class IV | Class V Tetet 
of period (a) (b) ©) (d) (©) of which 
women 
ee es me 619,090 | 146,738 59,464 50,710 2,218,078 | 707,093 
Pra. anu. eS | 1,223,867 590,157 | 140,477 58,551 47,915 2,060,967 724,320 
September ss + + + | 1,191,364 577:530 | 133,883 57:963 47,483 2,008,223 692,653 
December . . . . ~~. - | 15439,688 612,833 | 131,938 62,626 51,942 2,299,027 | 718,789 
ke, a 1,505,773 650,015 | 125,954 65,106 | 54,327 2,401,175 | 712,436 
Wh io lela e « 1,561,706 661,961 | 124,053 68,076 | 55,673 2,471,469 714,493 
ee £6 0 ee Ss ee 154795335 660,213 | 124,855 66,250 55.718 2,386,371 723,604 
ees & 6 eh ee Oe 1,381,402 644,098 | 124,069 | 65,154 54,060 2,268,783 732,014 





(*) On the discrepancies between actual unemployed and persons registered at Labour Exchange Offices, see, i.a., A. MOLINARI, 
Unemployment Statistics in Italy with Special Reference to Southern Italy, this Review, No. 21, 1952. 

(a) Unemployed workers who were previously employed. (b) Young persons under 21 years of age, and other persons in 
search of their first employment, or discharged from the armed forces. (c) Women engaged in house work who are seeking their 
first employment. (d) Pensioners in search of employment. (¢) Employed workers in search of other employment. 

Source: Ministry of Labour. 
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ITALIAN INDUSTRIAL PRODUCTION INDEXES 















































































































































(unadjusted, 1938= 100) Table S 
Peise. ie = — se j 
| Gene-| ye | Manufactures | Blece 
Year or month a | Engi- | Build- | | tric 
Index | "8 | Total | Food | oo came Paper Metal- | neer- | in Che- Rubber! power 
| | tiles | ber lurgy ing Material micals 
| 1952 - a. av, 142 145 136 146 | 105 62 113} 150 142 | 172 142 193 
| 1953 - a. av. 165; 179 159 | 152 | 115 167 129 | 149 - were 225 160 206 
| 1954 - a. av. 181| 200 | 176 | 158 | 117 173 134 173 178 174 278 | 194 219 
| 1955 - a. av. 196| 241 190 | 163 | 104 176 144| 212 203 | 207 | 313 | 202 | 233 
1955 - March 202| 249 197 164 | 116 177 153| 211 217 | 207 | 309 231 233 
| June 196 211 190 159 101 185 | 146 218 200 215 315 | 199 237 
Sept. . 206} 259 | 201 | 164 112 183 | 147| 222 | 230 | 208 | 318 218 236 
Dec. 205| 287 | 197 | 203 | 106 | 169 | 147/| 217 | 196 | att | 322 | 188 | 245 | 
1956 - January . 201 293 193 | 161 104 159 150 | 215 209 192 328 208 244 
February . 192| 287 183 | 157 106 150 150/| 199 206 155 299 198 237 | 
March | 215|/ 312 | 209 | 173 115 169 | 168 | 221 238 217 346 215 237 | 
April. . . .| 203| 287 197 157 107 | 169 151 | 220 | 209 227 338 183 227 | 
Source: Bollettino Mensile di Statistica. 
SELECTED BUSINESS INDICATORS 
Index Numbers, 1948 (annual average)= 100 Table T 
| ait ~ ne Goods | . Automobil i | wre | ; 
Number _ Sales in . 
Paula _ and of -_ | y stig Production Tourist | Railways | 
Month |= ~ _ | grams di-| ment | ;movement, traffic | 
planned |" — | spatched stores | Cars | Lorries 
1955 - March 614.4 229.7 | 166.2 | 403.2 460.5 280.8 | 263.6 133.4 
June 578.0 233.2 | 168.5 576.4 574-9 | 236.9 827.5 133-9 
September 441.4 248.6 185.9 | 500.3 671.1 254.7 1,146.9 | 154.9 | 
December . 1,081.1 244-4 181.9 | 1,065.7 489.0 225.9 284.0 | 140.3 | 
1956 - January 793.3 237.6 170.5 | 483.0 606.2 215-5 228.0 | 137-2 
February 674.5 225-2 176.2 378.9 688-3 247.1 207.8 
March 660.2 182.6 524.9 694.6 249.0 ees 
| 
Source: Previsioni a breve termine. 
INCREASE OF SELECTED CONSUMPTIONS AND DURABLE GOODS: 1954-1955 Table U 
—————oooaSeaaaa —— > —= = r ————— 7 = — er ——=> _— a? 
1954 1955 /e | i954 | 1955 | |” 
change change 
1. Consumption of electric | | 
power for lighting (mil- | | 
lions of kwh) (a) . . | 2,530 | 2,622 | + 3.6 || 5 Automobiles (No.) . | 1370311 161,675(d)| + 17.7 
| 6. Motor-trucks (No.) . 866 : + 2. 
2. Wireless sets (number) | ~s a ~ _ | 3286 | a 
(b) 53911274 | 5,815,395 |+ 7.9 || 7+ Motorbuses (No.) | 1995 | 1956 | — 20 
8. Farm factors (No.) . 142,928 |147,392 + 18.0 | 
. Consumption of tobac- g. Consumption of fertil- 
co (qls) . 444,801| 459,719 |+ 3-4 isers (e): | 
- Receipts of State Rail- — nitrogen . . . 2,100.5} 2,378.9 | + 13.3 | 
ways for passenger traf- — phosphoric anhydri- 
fic (millions of lire) (c) 104,936| 109,166 |+ 4.0 eye 3:973-5| 4245-6 | + 6.8 | 











(a) The figures relate to 1953-54 and 1954-55. (b) Inclusive of subscribers to television. (c) 1955 data include the Depart- 
ment of Trieste. (d) Provisional. (e) Fertilising content expressed in quintals. 


Source: See Table A. 
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ITALY’S IMPORTS AND EXPORTS BY MONETARY AND GEOGRAPHICAL AREAS: 1954-55 Table V 
MER 1954 si te 'o3 9 

| ___ Imports | Exports | Imports Exports 
billion | 


lire | * | tire | % | lire | % | tire | % 

















billion | it | billion | billion | | Deficit 








Western hemisphere (a). . . . 227 14.9 133 13-0 94 309 18,3 166 14.3 | — 143 
of which: 
United States and Canada . (12.9) 88 (8.6) |(16.0)| 110 (9-5) | — 161 
QCeber commttics .. .. - 0 » 30 (2-0) 45 (4-4) 15 38 (2.3) 56 (4-8)| + 18 
BPA. Commie . ws ; 67.2 689 67.3 335 | 1, 69.8 752 64.8 | — 429 
of which: 
. . ea (24.9) | (19.8) 176 485 | (28.7) 198 | (17.1) | — 287 
Other countries . . .. . | . 486 | (47-5) 696 | (47-7) 554 | (47-7) | — 142 





Other countries with bilateral | 
agreements (b) 10.9 157 15-3 9 188 ie oe 199 17.2 | + 4 
Other countries without niteiinlt | 
oe . ee 106 | 6.9 27 26|— 79 12 0.7 25 22|+ 13 
Other countries. . ..... I | oO. | 18 18) + 17 | of 18 | 4&. 1S + 17 
































a ae 1,524 | 100.0 | 1,024 | 100.0 |— 500 | 1,691 | 100.0 | 1,160 | 100.0 | + 531 


(a) Countries with bilateral agreements, Argentina, Brazil, Ecuador, Paraguay and, for 1954 only, El Salvador, are excluded. 
(b) For 1954 Israel and El Salvador are included; for 1955 El Salvador is again excluded. 

(c) For 1955 Saudi Arabia and other Arabian countries in the Sterling area are excluded. 

Source: Istituto Centrale di Statistica. 


ITALY’S FOREIGN TRADE BY MAIN COMMODITY GROUPS: 1954-1955 Table W 














| Exports — | 





ie: ee ee” ieee | | eee 
billion | Percenta- | billion | Percenta- | billion | Percenta- | billion | Percenta- | 
lire ges lire | ges lire | = ges lire ges 


Deets. 2 wis sh se oe % 216 14.2 274 16.2 | 252 | 24.6 | 262 22.6 
i re ee 16.6 228 13-5 204 | 19.9 217 18.7 
Metallic ores. a apres 180 11.8 221 13.1 45 4-4 63 5-4 
| Engineering products a ae 226 14.8 225 13-3 | 202 19-7 255 | 22.0 

a 93 Ge {gee 6.7 | . 7 O71 | 1 | O.1 

ee eS ee 210 13.8 219 12.9 112 11.0 102 8.8 

er gti... «oe wo] 96 22.7 411 24-3 208 20.3 260 22.4 | 

| 1,524 100.0 | 1,691 | 1000 | 1,024 | y 1,160 | 100.0 

Source: See Table A. 




















ITALY’ S NON-LIBERALIZED IMPORTS Teble Y 














5 I fr EEC 
eiatien from Dollar area | wa — | Import from Other Countries itaty s total imports| 








| Quota non-liberalized | Quota non-liberalized | | Quota n non-li -liberalized | 
| -" ——— | 
on | | ; as a percen- we las a percen- | 
billion | as a percen- |as a percen-| billion tage of Italy’s as a percen-| billion nage npered 
: tage of Italy's t f Italy’ : imports from ', f Ital . 
lire | - se bead age vt taly’s| lire |“ OBEC age a ys! Hire | imports from 
po | total | pn } —— 
and Sterling imports 
| Area » 


% non- 


asa cal billion _ 


libera- 
lized 


tage of Italy's lire 
total 


| 
| 
|} «other | 
' 


«dollar area»| imports | : imports 
™ | Countries » | - 





| | | 

1946 57-8 | 93.6 | 62.9 | 2 | ' a o | .s0e | .206..|.. Be 
1947 227.1 85.1 47-4 8.6 -7 | 100 25-4 408.1 
1948 369.0 94.1 42.3 12.7 . 100 36.1 $21.2 
1949 344.2 99.6 40.1 15.8 7 | 100 «=| 3I.1 854.7 
1950 | 249.2 99-7 27-7 28.1 6 | 100 15-5 897.0 
1951 335-3 96.5 24.4 17-7 . 100 14-7 1,322.9 
1952 367.7 83.0 21.1 0.9 m 190 17.6 1,444.1 
1953 246.0 77-6 12.7 I. 100 16.1 1,495-9 
1954 215-3 65.7 9-4 100 16.7. | 1,499.9 
1955 

(Jan.-Nov.)| 277-1 42-4 7:7 


Source: See Table A. 
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100 14.9 | 1,530.0 
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MINIMUM AND MAXIMUM QUOTATIONS OF SOME ITALIAN COMPANIES QUOTED ON STOCK EXCHANGES 
(Lire) 


Companies 


Financial and Insurance 
Strade Ferrate Meridionali (Bastogi) 


S.T.E.T. - Soc. Torinese Eserc. Telefonic 


La Cunmale . 


Chatillon - Soc. “Ital. Fibre "Tessili "art. 
Linificio e¢ Canapificio Nazionale 
Cotonificio Vittorio Olcese . 

Cucirini Cantoni Coats . 

Cotonificio Cantoni . 


Minerals, Metals and Engineering 


Monte Amiata . 

Ilva Alti Forni ¢ Accisierie a’ Italia . 
Terni. 

F.LAT. 

Ansaldo 


Bianchi Edoardo 


Public Utilities 
Societa Edison 
GESAS onc + 
Soc. Adriatica di Elettricita . ar 
S.I.P. - Soc. Idroelettrica Piemonte . 
Soc. Meridionale di Elettricita 
Soc. Elettrica Selt - Valdarno 
Soc. Romana di Elettricita . 
Soc. Telefonica Tirrena - Serie B 
Italcable 


Foodstuffs 
Eridania - Zuccherifici Nazionali 
Soc. Italiana Industria Zuccheri 

Chemicals 
Montecatini . 


A.N.LC. - Aziends } Naz. Idr. Combustibili } 


Societa fealiana per il Gas . 


Sundry 


Soc. Gen. Immobiliare . . 
Istituto Romano dei Beni Stabili 
Pirelli Soc. per Azioni . 
Italcementi . ‘ 
Cartiere Burgo 


Source: 


Bollettino Mensile di Statistica. 


I Quarter 
Maxi- | Mini- 


1955 


Il Quarter 


Maxi- 


Mini- 


. 


1,850 
2,950 
10,950 
3,180 
195795 
8,050 


1,410 
2,200 
8,200 
2,500 
15,830 
6,895 


1,883 
2,465 
79° 


1,340 
2,165 
600 
1,635) 1,030 
8,025] 7.425 
13,780) 10,325 
15,050| 12,700 


10,150 
402 
1,600 
268 
1,537 
2,038 


867 


6,450 
33! 
1,380 
209 
1,185 
1,000 
665 


3,010 
3,190 
1,375 
1,519] 
1,240 
5,050 
4,990 


39945 
59795 


25475 
2,560 
1,220 
1,280 
1,084 
4,500 
4,500 
3,100 


4,600 


28,400 
| 26,800 


22,900 
21,350 


2,814 


2,540 
1,640 


15745 
1,405 
1,367 


683} 520 
9,850} 8,300 
3,250| 2,600 

12,390| 10,750 

14,125] 12,200 


1,840 
2,450 
9,699 
2,996 
19,100 
7500 


1,530 
2,350 
655 
1,080 
7,828 
11,150 
12,825 


8,200 
486 
1,530 
283 
1,492 
1,232 
698 


2,765 
2,890 
1,453 
1,367 
1,325 
5,040 
4955 
3495 


5,100 


25,800 
23,850 


2,770 
2,632 
1,687 


660 
9,000 
3,160 


12,340 
13,200 


1,473 
2,245 
8,440 
2,525 
16,200 


6,600) 


1,280 
1,930 

544 

796 
6,000 
9,950 
7,650 


6,500 
366 
1,330 
217 
1,267 
1,005 
538 


2,383 
2,565 
1,250 
1,226 
1,155 
2,400 
2,365 
2,143 
4,760 


22,750 
21,600 


2,260 
2,125 
1,455 


557 
7,990 
2,660 

10,950 
12,150 


III Quarter 


1,870 
2,810 
10,650 
3.479 
22,090 
8,330 


1,845 
2,800 
958 
1,500 
7,220 
12,300 
11,130 


8,650 
658 
1,762 
415 
1,821 
1,450 
763 


39945 
3340 
1,396 
1,545 
1,525 
3,230 
3,210 
2,910 


5,890 


26,375 
235450 


3450 
32227 
1,827 


852 
9,690 
3,600 

14,770 
14,460 


1,960 
2,830 
10,930 
3503 
22,350 
8,225 


1,573 
2,380 
9,200 
2,897 
18,900 


7.165 


1,425 
2,110 
639 
860 
6,200 
10,600 


7550 


1,945 
2,640 
993 
1,290 
6,975 
11,510 
7,800 


7:380) 9,450 
440} 668 
1,523} 1,750 
270 428 
1,497, 1,841 
950| 1,260 


574) 721 


2,723 
2,850 
1,248 
1,310 
1,295 
2,600 
2,565 
2,410 


5,190 


35142 
35575 
1,447 
1,605 
1,615 
3»350 
3.250 
2,990 


6,370 


26,675 
22,525 


24,400 
21,800 


3515 
35300 
1,832 


2,794 
2,615 


1,594 


650| 878 
8,600; 10,320 
3,040| 3,630 
12,290| 15,500 
12,775) 14,625 





20,250 
17,400 


25705 
2,500 


1,430 


670 
8,800 
2,840 

13,200 
13,050 


Table Z 


1,745 
2,550 
9,700 
32003 
20,900 


79125 


1,740 
2,550 
695 
1,020 
6,660 
10,450 
7,000 


1,442 
2,350 

507 

805 
6,200 
9.720 
5,200 





6,600 
558 
1,446 
279 
1,339 
690 
512 


8,100 
636 
1,693 
326 
1,645 
940 
596 


2,585 
3,110 
1,252 
1,330 
1,320 
2,990 
2,805 


24495 
5,260 


2,910 
35475 
1,363 
1,500 
1,462 
35240 
3+130 
2,700 


5,640 





19,200 
15,975 


22,700 
20,250 


2,600 


2,375 
1,380 


3,010 
2,750 
1,534 


690 
8,490 
2,846 


12,995) 
12,500 


760 
9550 
3300 

14,420 
13,495 
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BRANCHES IN 


BRUNICO 
MERANO 
BOLZANO 
TRENTO 
BRESCIA 
MANTOVA 
BERGAMO 
MODENA 
COMO 
CREMONA 
MILANO 
PAVIA 
BIELLA 
VERCELL! 
TORINO 
CORTEOLONA 
STRADELLA -—F} 
CAST. S.GIOVANNI\ 7 
CUNEO 

VOGHERA 
SAVONA 
SAMPIERDARENA 
CASTEGGIO 
GENOVA 
PIACENZA 
FIORENZUOLA D'ARDA 
PARMA 

CARRARA 

REGGIO EMILIA 
LUCCA 

PORTO TORRES 
ALGHERO 

SASSARI 

LIVORNO 
MONSUMMANO 


mons f 
PRATO es 
FIRENZE 

GROSSETO 

CAGLIARI 

PERUGIA 

CIVITAVECCHIA 

FOLIGNO 

ROMA 

L'AQUILA 

LATINA 

SULMONA 

BENEVENTO 

PALERMO 


Wn 


nt LAVORO 


ITALY 


SCHIO 

VERONA 

VICENZA 

UDINE 

PADOVA 

MESTRE 
GORIZIA 
VENEZIA 
TRIESTE 

OTTOM. DI CHIOGGIA 
CHIOGGIA 
FERRARA 
BOLOGNA 
RAVENNA 

FORLI' 

RIMINI 

RICCIONE 
CATTOLICA 

| __ rn PESARO 
FANO 
SENIGALLIA 
ANCONA 

URBINO 

JES! 

PORTO RECANATI 
CIVITANOVA M 
MACERATA 
FERMO 

PORTO S.GIORGIO 
S.BENEDETTO DEL TR 
FABRIANO 

ASCOLI PICENO 
LECCE 

BARI 

PESCARA 
LANCIANO 
CHIETI 

TERAMO 
CORIGLIANO C. 
CROTONE 

NOLA 

COSENZA 
SALERNO 

FRAT TAMAGGIORE 
NAPOL|! 

ROSARNO 

REGGIO CALABRIA 
MESSINA 
CATANIA 
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NEW YORK - 1, Wall Street — LONDON E C. 2 - 54, Threadneedle Street 
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